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I.     SAFE  DRIVER  INSURANCE  PLANS 

Early  Merit  Rating  Plans 

Automobile  insurance  first  came  into  existence  in  the  United  States  in  the  late  1890's  and 
early  1900's.  Massachusetts  in  19251  instituted  the  first  state  compulsory  bodily  injury 
liability  automobile  insurance  system  in  the  nation.  The  catalyst  for  this  compulsory 
system  was  a  large  number  of  automobile  bodily  injury  claims  that  overwhelmed  the 
legal  system  of  the  day.  Massachusetts  held  this  unique  distinction  for  the  next  thirty 
years  before  any  other  states  responded  in  kind. 

The  economic  crises  of  the  1930's  and  the  Second  World  War  overshadowed  all  other 
issues  in  the  1930's  and  1940's.  In  1953  Massachusetts  instituted  its  first  automobile 
insurance  merit  rating  plan.2  Under  this  initial  merit  rating  plan  the  Registrar  of  Motor 
Vehicles  was  required  to  establish  and  administer  a  point  system  whereby  points  were 
assigned  to  operator  records  based  upon  motor  vehicle  violations  and  accidents.  The 
Commissioner  of  Insurance  (Commissioner)  was  required  to  fix  and  establish  a  schedule 
of  premium  surcharges  or  penalties  and  these  surcharges  were  to  be  graded  in  accordance 
with  the  point  totals.  Additionally,  the  Commissioner  was  required  to  take  the  total 
surcharge  income  into  consideration  when  fixing  and  establishing  premium  charges  for 
compulsory  bodily  injury  liability  insurance. 

These  premium  surcharges  were  required  by  the  statute  to  be  constant  or  flat  across  all 
rating  territories.  The  Commissioner  established  $6  per  point  as  the  premium  surcharge 
under  this  merit  rating  plan.  This  merit  rating  system  only  lasted  for  several  years  as  the 
small  number  of  insureds  adversely  impacted  by  the  plan  managed  to  effect  the  repeal  of 
the  merit  rating  plan  by  1956.3 

Although  the  reintroduction  of  another  merit  rating  plan  was  not  to  take  place  until  the 
1970's  the  Legislature  did  authorize  the  Commissioner  to  establish  classifications  of  risks 
based  upon  accident  involvement  in  M.G.L.  c.175,  §1 13B.4 

Merit  Rating  Plan  of  1970 

In  1970  the  Legislature  enacted  Chapter  670  of  the  Acts  of  1970.  While  this  statute  is 
more  well  known  for  the  establishment  of  the  first  compulsory  no-fault  personal  injury 
protection  (PIP)  coverage  in  the  country,  it  also  reestablished  a  mandatory  merit  rating 
plan  to  be  based  upon  moving  violation  convictions  and  certain  accidents.  The  statute 
created  presumptions  of  reasonability  for  certain  percentage  surcharges  and  discounts 
(credits)  in  the  absence  of  a  finding  by  the  Commissioner  based  upon  data  accumulated 
under  the  merit  rating  system.  The  experience  period  for  this  merit  rating  plan  was 
limited  to  five  years  under  the  statute. 


1  Chapter  346  of  the  Acts  of  1925. 

2  Chapter  570  of  the  Acts  of  1953. 

3  Chapter  646  of  the  Acts  of  1956. 

4  Chapter  391  of  the  Acts  of  1964. 


/ 


Merit  Rating  Plan  of  1976 

During  the  1970's  several  events  took  place  which  prompted  more  change  in  the 
Massachusetts  automobile  insurance  market.  First,  the  mandatory  offer  requirement  was 
extended  from  compulsory  coverages  only  to  all  coverages.  Second,  the  Massachusetts 
automobile  insurance  underwriting  experience  of  insurers  during  the  economic  recession 
of  the  1970's  was  not  favorable.  Both  of  the  above  led  to  the  enactment  of  a  new 
competitive  rating  law,  Chapter  266  of  the  Acts  of  1976.5 

Section  1 8  of  this  statute  established  a  new  merit  rating  plan.  This  new  plan  mandated 
flat  dollar  surcharges  and  a  three-year  experience  period  for  surchargeable  incidents 
based  upon  moving  violations  of  motor  vehicle  laws  and  at-fault  accidents.  The 
Commissioner  was  required  to  establish  a  merit  rating  plan  consistent  with  the 
requirements  of  this  section.  This  plan  was  initially  promulgated  by  the  Commissioner  in 
the  1976  Regulation  9-76  and  revised  through  subsequent  regulations.  Section  1  of  the 
same  statute  established  the  Merit  Rating  Board  (MRB)  within  the  Registry  of  Motor 
Vehicles  (RMV)  as  the  organization  responsible  for  gathering  and  disseminating  data  on 
operator  records  relating  to  motor  vehicle  violations  and  accidents  relative  to  the  merit 
rating  plan. 

The  pre-existing  Board  of  Appeal  on  Motor  Vehicle  Liability  Policies  and  Bonds  (BOA) 
was  given  the  additional  duty  by  the  statute  of  hearing  operator  appeals  of  the 
determination  of  fault  in  accidents  relative  to  the  merit  rating  plan.  The  BOA  in 
Regulation  BA  1-77  subsequently  promulgated  Standards  of  Fault  for  at-fault  accidents. 

This  merit  rating  plan  existed  through  the  end  of  1983.  Under  this  plan  the 
Commissioner  determined  an  annual  automobile  insurance  credit  to  be  awarded  operators 
with  clean  driving  records.  Surcharges  were  uniform  or  flat  dollar  amounts  across 
territories  and  varied  by  type  of  incident.  In  1983  incident  surcharges  varied  from  a  low 
of  $25  for  the  first  minor  traffic  violation  conviction  to  a  high  of  $1000  for  the  third  or 
subsequent  Driving  Under  the  Influence  conviction.  The  credits  were  uniform  across 
territories  and  were  determined  based  upon  the  total  surcharge  dollars  collected  and  the 
number  of  credit  eligible  operators.  These  credits  ranged  from  a  low  of  approximately  $6 
in  1978  to  a  high  of  approximately  $20  in  1983.  There  was  a  general  consensus  that  the 
magnitude  of  the  dollar  credits  and  surcharges  during  these  years  did  not  generally  serve 
to  provide  great  incentive  toward  safe  driving. 


/ 


5  It  is  important  to  note  that  open  competition  was  implemented  effective  January  1,  1977,  but  was 
subsequently  suspended  months  later  due  to  the  controversy  created  by  large  increases  in  cost  to  urban  and 
inexperienced  operators. 


Safe  Driver  Insurance  Plan  (SDIP)  OF  1984 

Chapter  241  of  the  Acts  of  19836  (An  Act  Further  Regulating  Motor  Vehicle  Insurance) 
deleted  the  reference  to  a  merit  rating  plan  and  substituted  the  reference  to  a  safe  driver 
insurance  plan.  This  statute  required  the  Commissioner  to  "establish  a  safe  driver 
insurance  plan  that  equitably  reflected  the  driving  records  of  insureds."  The  associated 
adjustments  of  premiums  were  further  required  to  reflect  equality  between  the  aggregate 
credits  given  and  aggregate  surcharges  collected.  In  simple  terms  this  meant  that  any 
such  safe  driver  plan  had  to  be  revenue  neutral,  i.e.,  total  credits  must  equal  total 
surcharges  under  the  plan. 

The  State  Rating  Bureau  (SRB)  within  the  Division  of  Insurance,  the  Attorney  General 
(AG),  and  the  insurance  industry  Massachusetts  Automobile  and  Accident  Prevention 
Bureau  (MARB),  the  parties  to  the  fix  and  establish  private  passenger  automobile 
insurance  rate  hearings  under  M.G.L.  c.  175,  §113B7,  undertook  a  cooperative  effort  to 
develop  a  new  safe  driver  insurance,  plan  consistent  with  Chapter  241.  This  cooperative 
effort  resulted  in  the  MARB  submission  of  a  consensus  proposal  for  a  safe  driver 
insurance  plan  with  one  technical  point  of  difference8  remaining  between  the  AG  and  the 
MARB.  (The  SRB  remained  neutral  on  the  disputed  issue.) 

The  1984  SDIP  adopted  by  the  Commissioner  in  his  Opinion,  Findings,  and  Decision  on 
1984  Automobile  Insurance  Rates  contained  the  following  elements: 

1.  three-year  experience  period  for  credits  and  surcharges. 

2.  $200  minimum  threshold  for  at-fault  accidents  on  or  after  1/1/84  ($50  prior  to  1/1/84). 

3.  unsafe  driver  points  by  incident  type  (minor  traffic=l,  major  traffic9=4,  minor  at-fault 
accident=2,  major  at-fault  accident  (>$500)=3). 

4.  aging  for  all  incident  types  except  major  traffic  violations. 

5.  total  surcharges  varied  from  $50  (1  point)  to  $675  (more  than  8  points)  and  were 
actuarially  determined  from  MRB  collected  data. 

6.  each  policy  was  eligible  for  a  credit  if  no  listed  operator  had  unsafe  driver  points  or 
surchargeable  incidents  in  the  three-year  experience  period,  no  principal  operator  had  less 
than  three  years  experience,  and  at  least  one  operator  had  a  valid  Massachusetts  drivers 
license. 

7.  credits  and  surcharges  were  balanced  by  class  and  territory,  i.e.,  the  expected 
surcharges  paid  by  drivers  from  a  particular  rating  class  and  territory  went  to  fund  credits 
for  clean  drivers  from  that  same  rate  class  and  territory. 


One  of  the  major  purposes  of  this  Act  was  the  reorganization  of  the  residual  market  mechanism 
established  under  M.G.L.  c.  175,  §1 13H. 

7  The  Massachusetts  independent  insurance  agents'  state  association  participation  in  the  hearings  is  usually 
limited  to  the  issue  of  agent  commissions. 

8  The  technical  issue  of  dispute  related  to  the  issue  of  drivers  who  had  no  points,  but  were  ineligible  for 
SDIP  credits. 

9  These  include  Vehicular  Homicide,  Driving  Under  the  Influence,  Driving  after  License  Suspension,  etc. 


8.  percentage  credits  were  applied  to  the  class/territory  property  damage  liability  manual 
rate  and  equaled  26%  of  the  property  damage  liability  manual  rate  subject  to  a  maximum 
dollar  credit  of  $40. 

This  new  SDIP  included  larger  credits  and  surcharges  and  was  supposed  to  provide 
greater  incentive  for  safe  driving,  greater  credits  for  those  insureds  paying  higher 
premiums,  and  credits  and  surcharges  that  remained  in  the  same  rating  class  and  territory. 

This  plan  encouraged  consumers  to  select  deductibles  that  would  eliminate  the  risk  of 
being  surcharged  for  small  claims,  and  also  eliminate  the  administrative  costs  associated 
with  adjusting  small  claims  -  especially  first  party  ones  as  no  deductible  applies  in  a  third 
party  property  damage  claim.  The  idea,  obviously,  was  to  pass  these  savings  on  to  all 
consumers  by  not  having  these  costs  included  in  the  rates. 

Interestingly,  Chapter  239  of  the  Acts  of  1997's  Section  2  (2)  appears  to  express  the 
opposite  goal  -  to  encourage  lower  deductibles10.  The  idea  of  "first  dollar  coverage",  as  it 
is  sometimes  called,  has  been  popular  as  a  means  of  encouraging  preventative  medicine. 
The  theory  has  been  to  keep  out  of  pocket  costs  low  at  the  time  of  a  visit  to  a  medical 
provider  (such  as  a  doctor).  This  approach,  however,  requires  that  the  premiums  must 
include  sufficient  funds  to  pay  for  the  service.  Given  the  overall  tenor  of  the  Act,  (lower 
costs  for  the  drivers  with  the  lowest  number  of  incidents),  we  must  point  out  that  we 
cannot  support  the  idea  of  encouraging  lower  deductibles. 

However,  the  second  part  of  the  same  Section(2)  can  be  approached  independently. 
Current  statute  requires  reporting  damage  in  excess  of  $1000  to  local  police.  Such 
reports  could  be  affirmatively  tracked  at  vehicle  safety  inspection  time  to  assure  that  any 
vehicles  so  damaged  either  have  been  repaired  or  that  the  damage  does  not  affect  safety. 

There  is  a  related  issue.  We  have  heard  of  consumers  offering  to  pay  another  for  property 
damage  repairs  with  the  assumption  that  no  claim  will  be  made  by  either  party.  The  goal 
is  so  that  no  incident  that  would  result  in  a  change  in  SDIP  status  would  be  reported. 
Under  current  law  that  consumer  who  makes  such  a  payment  takes  on  two  risks.  One, 
that  they  will  be  identified  as  having  violated  the  statutory  requirement  to  make  a  police 
report  if  the  amount  meets  the  reporting  threshold.  Two,  that  a  party  will  later  file  a 
claim  for  personal  injury.  Insurers  may  decline  to  defend  and/or  pay  such  claims  under 
the  theory  that  the  insured's  failure  to  promptly  notify  its  insurer  of  the  accident  violates 
the  terms  of  the  insurance  contract.  / 


There  is  already  a  motor  vehicle  inspection  system  in  place  with  the  necessary  sanctions  to  prevent 
insureds  from  failing  to  repair  damaged  and  potentially  dangerous  vehicles. 


Safe  Driver  Insurance  Plan  (SDIP)  1985-89 

The  SDIP  from  1985-88  contained  the  same  basic  elements  as  those  listed  above  with 
some  variation  in  the  percentage  and  maximum  credit  and  the  dollar  surcharges  by  point 
total.  The  credits  increased  from  a  low  of  26%  with  a  maximum  of  $40  to  a  high  of  44% 
and  a  maximum  of  $80  in  1988.  Surcharges  over  the  same  period  increased  from  a 
maximum  of  $675  in  1984  to  a  maximum  of  $900  in  1988  for  the  more  than  eight  points 
category. 

In  1984  a  clause  was  inserted  in  the  fiscal  year  1985  budget  authorization  statute  for  the 
MRB  that  stated,  "notwithstanding  any  general  or  special  law  to  the  contrary,  no  safe 
driver  insurance  plan  shall  require  payment  of  an  unsafe  driver  point  surcharge  for  the 
first  offense  for  non-criminal,  motor  vehicle  traffic  violations...".  This  clause  has 
subsequently  been  referred  to  as  the  Buell  Amendment.  It  prohibits  the  assignment  of 
surcharge  points  for  the  first  non-criminal  minor  traffic  violation  in  the  five-year 
experience  period.  For  example,  an  insured  who  has  one  speeding  ticket  on  his/her 
record  can't  be  assigned  surcharge  points  under  this  law.  The  Buell  Amendment  in  effect 
gives  an  insured  "one  free  bite  of  the  apple"  and  severely  reduces  the  amount  of 
surcharge  income  that  would  otherwise  be  raised  by  these  incidents.  One  additional 
impact  of  this  amendment  is  the  restricting  effect  that  this  amendment  has  on  changes  to 
the  SDIP.  The  net  result  is  that  violations  of  law  are  occasionally  excused,  but  not 
accidents.  There  has  been  concern  expressed  that  a  one-car  accident  (such  as  bumping 
into  a  tree  or  ones'  own  garage)  always  affects  the  record  as  long  as  the  damage  results  in 
payment  in  excess  of  the  deductible  large  enough  to  be  surchargeable  (currently  $500). 

One  major  consensus  methodological  change  which  was  incorporated  for  the  first  time 
with  the  1986  SDIP  was  the  incorporation  of  a  reconciliation  process  to  true  up  past  SDIP 
results  in  terms  of  the  balance  between  credits  and  surcharges.  Because  the  credits  and 
surcharges  are  balanced  in  the  manual  rates  prospectively,  the  ultimate  actual  balance  of 
credits  and  surcharges  for  past  year  SDIPs  may  result  in  an  actual  surplus  or  deficit.  This 
reconciliation  process  trues  up  all  past  year  SDIPs  and  makes  flat  or  single  premium 
adjustments  to  the  prospective  manual  rates  for  property  damage  liability  and  collision 
coverages.  A  reconciliation  process  has  been  included  in  all  SDIPs  since  1986. 

Over  the  1984-88  period  one  major  criticism  of  the  SDIP  from  drivers  who  had  remained 
incident  free  for  many  years  was  the  failure  of  the  SDIP  to  give  greater  credits  to  these 
drivers  than  to  those  who  had  remained  incident  free  for  only  three  years.  There  was  an 
attempt  to  address  this  in  the  1989  SDIP.  The  1989  SDIP  established  three  categories  of 
credits  that  included  3  year,  4  year,  and  5  year  credits.  These  credits  were  capped 
percentage  credits  again  off  the  property  damage  liability  manual  rate  with  credits  of  50% 
with  maximum  of  $90,  60%  with  maximum  of  $100,  and  65%  with  maximum  of  $120 
respectively.  Some  surcharges  categories  were  again  increased  with  the  8  or  more  points 
surcharge  category  increased  to  $1,100. 


Safe  Driver  Insurance  Plan  (SDIP)  1990 

Further  problems  developed  in  the  Massachusetts  automobile  insurance  market  during  the 
1980's.  Poor  underwriting  results,  residual  market  (C.A.R.)  assessment  rules,  and  an 
insurer  perception  of  rate  inadequacy  led  to  the  placement  of  two-thirds  of  the  total 
private  passenger  market  in  the  residual  market  and  the  withdrawal  from  Massachusetts 
of  a  number  of  nationally  known  insurance  companies.  State  law  required  that  these 
insurers  stop  writing  all  insurance  lines  of  business  in  Massachusetts  which  disrupted 
both  the  personal  and  commercial  lines  markets. 

The  above  problems  led  to  the  enactment  of  Chapter  273  of  the  Acts  of  1988.  Many  of 
the  changes  contained  in  Chapter  273  are  beyond  the  scope  of  this  report,  but  the  major 
changes  included  an  increase  in  the  tort  threshold  to  $2000;  an  increase  in  the  PIP  limit  to 
$8000  with  automobile  insurance  primary  in  the  $0-$2000  layer  of  coverage,  (a 
compromise  reached  to  help  contain  costs  in  employer  medical  and  short  term  disability 
benefit  plans);  a  change  in  the  nature  of  underinsured  motorist  coverage;  and  the 
introduction  of  the  direct  payment  system  for  damage  to  vehicles,  (but  not  including  glass 
only  claims).  Section  38  of  this  Act  modified  the  SDIP  to  allow  greater  credits  for  longer 
clean  driving  periods  and  conversely  eliminated  the  restriction  of  a  three-year  experience 
period  for  surcharges.  This  statutory  change  led  the  way  to  the  establishment  of  a  new 
structure  for  the  1990  SDIP. 

Some  of  the  issues  which  had  arisen  during  the  1984-89  period  relative  to  SDIPs  included 
percentage  credit  that  varies  by  territory  versus  flat  dollar  credit  that  is  constant  statewide, 
credit  with  cap  versus  credit  with  no  cap,  larger  credits  for  longer  clean  driving  periods, 
immediate  reinforcement  for  good  or  bad  driving  (year  to  year  movement),  and  credits  for 
inexperienced  drivers  with  0-3  years  of  experience.  One  of  the  concerns  that  in  the  past 
had  tempered  consideration  of  larger  credits  for  longer  clean  periods  of  operation  was  the 
restriction  on  the  three-year  period  for  surcharges.  If  no  change  was  made  in  the  length 
of  the  surcharge  period,  then  the  real  credits  available  to  credit  eligible  drivers  were 
limited.  Increasing  the  surcharge  amounts  would  not  in  itself  generate  enough  income  to 
provide  a  significant  increase  in  credits  given  the  limited  number  of  drivers  receiving 
surcharges.  The  Buell  Amendment  continued  to  limit  the  possibilities  for  credits  during 
this  period. 

In  looking  ahead  to  the  1990  SDIP  the  SRB,  MARB11,  and  the  AG  undertook  a 
cooperative  review  of  the  SDIP  in  1989  to  address  the  many  issues  described  above  and 
remain  in  compliance  with  SDIP  statutory  mandates.  The  parties  examined  different 
types  of  credits  (flat  versus  percentage),  credit  caps  versus  no  caps,  surcharge  points 
assigned  to  at-fault  accidents  and  motor  vehicle  violations,  length  of  experience  period, 
balance  of  SDIP,  transitional  impact  of  changes  to  1989  SDIP,  etc.    These  rigorous 


The  MARB  changed  its  name  to  the  Automobile  Insurers  Bureau  of  Massachusetts  (AIB)  in  1990. 


actuarial  and  statistical  investigations  and  analyses  culminated  in  the  joint  filing  on  the 
1990  SDIP.12 

The  1990  SDIP  proposed  by  the  parties  was  based  upon  the  Bonus-Malus  or  ladder  type 
safe  driver  plans  that  were  common  in  Europe  at  the  time.  Bonus-Malus  systems  were 
thought  to  provide  significantly  greater  incentives  for  safe  driving  than  our  1989  type  of 
SDIP.  Under  this  type  of  plan  a  new  driver  or  driver  with  no  known  experience  enters  the 
system  at  an  entry  step  or  ladder  rung  and  moves  down  the  ladder  one  step  or  rung  to 
lower  rates  for  each  clean  year  of  driving  and  up  the  ladder  one  or  more  steps  to  higher 
rates  for  each  year  with  incidents.  This  type  of  system  is  intended  to  have  movement 
down  or  up  the  ladder  each  year.  At  the  time  of  this  proposal  there  were  five  years  of 
SDIP  data  available  from  the  Merit  Rating  Bureau.  The  initial  experience  period  for  the 
1990  SDIP  was  proposed  to  be  both  six  years  for  credits  and  surcharges  with  the  idea  that 
the  experience  period  would  expand  to  ten  or  fifteen  years  in  the  coming  years  as  more 
data  became  available.  Thus  the  initial  step  range  was  chosen  with  steps  9-3 5 l3  to 
accommodate  future  expansion  without  the  need  for  constant  renumbering  of  steps. 

Because  of  the  increase  in  the  experience  period  for  surcharges  there  was  some  concern 
by  the  parties  that  some  insureds  who  had  not  received  a  credit  in  1989,  but  who  expected 
to  receive  a  credit  in  1990  under  the  1984-89  type  plans,  would  not  receive  a  credit  in 
1 990  under  the  expanded  surcharge  period.  There  was  an  additional  concern  that  lengthy 
surcharge  periods  would  encourage  insureds  who  had  poor  driving  experience  in  the  past 
(i.e.,  high  surcharge  point  totals)  to  operate  their  vehicles  without  insurance.  Given  one 
step  down  for  one  clean  year,  then  an  insured  with  a  total  of  twenty  points  or  step  35 
would  never  get  back  to  a  low  step  level  until  all  the  incidents  were  no  longer  in  the 
experience  period.  In  order  to  deal  with  these  issues  a  Five-Year  Clean  Slate  Rule  was 
included  in  the  joint  proposal.  The  Commissioner  of  Insurance  ultimately  included  an 
additional  three-year  clean  slate  rule  that  satisfied  both  of  the  above  issues  in  the  1990 
SDIP. 

The  1990  SDIP  adopted  by  the  Commissioner  in  his  Opinion,  Findings,  and  Decision  on 
1990  Automobile  Insurance  Rates  contained  the  following  elements: 

1 .  A  six-year  experience  period  for  credits  and  surcharges. 

2.  A$200  minimum  threshold  for  minor  at-fault  accidents  and  $1,500  for  major  at-fault 
accidents. 

3.  Unsafe  driver  points  by  incident  type  (minor  traffic=2,  major  traffic=5,  minor  at-fault 
accident=3,  major  at-fault  accident=4.) 

4.  No  aging  for  any  incidents. 


Filing  of  the  Attorney  General,  The  Massachusetts  Automobile  Rating  and  Accident  Prevention  Bureau 
and  the  State  Rating  Bureau  Relating  to  the  Safe  Driver  Insurance  Plan,  July  28,  1 989. 
13  Step  15  was  the  entry  level  step  so  that  fifteen  years  of  clean  experience  would  take  you  to  step  0. 
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5.  A  three-year  clean  slate  rule  where  an  insured  goes  to  no  higher  than  step  14  after  three 
consecutive  clean  driving  years  in  the  experience  period  and  a  five-year  clean  slate 
incentive  where  an  insured  goes  to  no  higher  than  step  15  after  five  clean  years. 

6.  Credits  and  surcharges  balanced  by  class  and  territory,  i.e.,  the  expected  surcharges 
paid  by  drivers  from  a  particular  rating  class  and  territory  fund  credits  for  credit  eligible 
drivers  from  that  same  rate  class  and  territory. 

7.  Percentage  credits  and  surcharges  applied  to  class/territory  compulsory  bodily  injury 
liability,  personal  injury  protection,  property  damage  liability  and  optional  collision 
coverage  manual  rates  with  no  dollar  caps.  Used  7%  for  the  compulsory  coverages  and 
5%  for  collision  coverage  as  the  percentage  by  step  for  both  credits  and  surcharges.  The 
total  percentage  was  applied  to  the  manual  or  step  1 5  rate. 

8.  No  credit  given  for  out-of-state  experience. 


Safe  Driver  Insurance  Plan  (SDIP)  1991 

As  had  occurred  with  past  changes  in  merit  rating  and  SDIP  plans,  the  implementation  of 
the  1990  SDIP  generated  complaints  from  those  insureds  who  were  negatively  impacted 
by  the  changes  in  the  SDIP  from  1989  to  1990.  These  complaints  led  to  enactment  of 
Chapter  171  of  the  Acts  of  1990.  Chapter  171  mandated  two  major  changes  to  the  1991 
SDIP  relative  to  the  1990  SDIP.  These  are  as  follows: 

1 .  The  experience  period  was  set  at  5  years  for  surcharges;  and 

2.  The  SDIP  had  to  include  consideration  of  out-of-state  driving  experience. 

The  limitation  of  the  surcharge  period  to  five  years  had  several  immediate  effects  on  the 
1991  and  subsequent  SDIPs.  It  made  no  sense  from  an  actuarial  perspective  to  increase 
the  experience  period  for  credits  beyond  the  current  six  years  for  an  expansion  of  the 
credit  experience  period  because  holding  the  surcharge  experience  period  constant  would 
only  diminish  the  real  value  of  most  credits.  Secondly,  the  freeze  on  the  experience 
period  had  the  unanticipated  effect  of  insureds  remaining  at  the  same  step  for  as  many  as 
six  years.  The  out-of-state  driving  experience  requirement  served  to  decrease  the  total 
surcharge  income  and  increase  the  number  of  drivers  at  the  larger  credit  steps  without 
providing  verification  of  the  out-of-state  driving  experience.14 

Two  additional  results  of  Chapter  171  were  rebates  for  those  insureds  surcharged  in  the 
sixth  experience  year  in  1990  and  elimination  of  the  expired  registration  sticker  motor 
vehicle  violation  from  the  SDIP. 


14  An  insured  with  out-of-state  experience  is  not  required  to  provide  evidence  of  their  out-of-state  driving 
record.  Verification  was  found  to  be  unfeasible  as  different  out-of-state  jurisdictions  keep  different  levels 
of  operator  information.  Almost  all  jurisdictions  retain  less  operator  information  that  Massachusetts. 


/ 


Safe  Driver  Insurance  Plan  (SDIP)  1992-98 

The  basic  structure  of  the  SDIP  remained  constant  from  1992-98.  Each  year  the 
percentage  step  differentials  are  actuarially  reviewed  to  determine  the  optimal  step 
differentials.  The  current  step  differentials  are  7%  for  the  three  SDIP  compulsory 
coverages  and  6%  for  the  optional  collision  coverage.  An  analysis  of  the  points  to  be 
assigned  to  different  motor  vehicle  violations  is  undertaken  every  couple  of  years.  Thus 
both  the  percentage  step  differentials  and  the  points  assigned  to  motor  vehicle  violations 
are  examined  on  a  regular  basis  for  optimality.  The  minor  and  major  at-fault  thresholds 
were  increased  from  $200  to  $500  and  from  $1,500  to  $2,000  respectively  for  accidents 
on  or  after  January  1,  1995  in  order  to  reflect  the  impact  of  inflation  on  small  claims.  The 
clean  slate  rule  was  set  according  to  the  three-year  rule  for  1992-98  SDIPs. 


DOI/MRB  SDIP  Task  Force  (Task  Force) 

At  the  end  of  1995  the  Commissioner  requested  that  the  Massachusetts  Division  of 
Insurance  (DOI)  and  the  MRB  undertake  a  review  of  the  SDIP  with  the  following  goals 
and  objectives: 

1 .  make  the  SDIP  more  user  friendly; 

2.  make  the  SDIP  more  efficient  by  utilizing  new  technologies;  and 

3.  encourage  safe  driving  by  increasing  public  awareness  and  education. 

The  Task  Force  produced  a  report  in  August  1 996  that  providing  a  list  of  potential  action 
items  and  a  list  of  recommendations.  It  is  important  to  note  that  the  recommendations 
produced  by  the  Task  Force  had  not  been  subjected  to  the  same  rigorous  actuarial,  legal, 
and  public  policy  review  that  changes  to  the  SDIP  require  during  the  M.G.L.  c.  175, 
§113B  fix  and  establish  rate  hearings.  The  Task  Force's  report  notes  this,  and  clearly 
indicates  that  no  changes  should  take  place  until  further  study  is  completed  that  indicates 
that  the  suggested  changes  can  be  effected  within  the  current  statutes.  The  issues  raised 
by  the  Task  Force  have  provided  ideas  raised  at  the  fix  and  establish  hearings,  and  some 
of  the  proposed  changes  were  litigated  in  the  rate  setting  process  for  1998.  Some  are 
likely  to  be  litigated  in  any  rate  setting  process  for  1999.  The  consideration  of  both  the 
SRB  and  the  AG  has  included  a  desire  to  not  make  change  that  effectively  takes  away 
from  the  safest  drivers  currently  receiving  maximum  credits  in  order  to  eliminate 
complaints  from  others  with  SDIP  incidents  on  their  driving  records. 
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SDIP  Proposals  Contained  in  the  Auto  Rate  Filings  for  1999 

The  SRB  and  the  AIB  recently  filed  1999  SDIP  proposals  with  the  Commissioner  as  part 
of  the  hearings  on  1999  private  passenger  automobile  insurance  rates.  The  AIB  proposal 
would  raise  the  minor  at-fault  accident  threshold  from  $500  to  $750.  According  to  the 
AIB  filing  this  proposal  would  result  in  an  increase  of  1%  on  the  manual  rates  for  the 
three  compulsory  coverages  and  the  collision  coverage  affected  by  the  SDIP. 

The  SRB  proposal  would  change  the  way  credit  points  are  given  for  clean  experience 
years  so  that  more  credit  would  be  given  for  recent  years  and  less  credit  for  older  years. 
The  session  for  public  comment  on  changes  to  the  SDIP  took  place  on  Thursday,  June  29, 
1998. 

Additional  evidentiary  public  hearing  sessions  on  the  SRB  and  AIB  SDIP  proposals 
remain  to  be  scheduled. 
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Recommendations  for  the  Safe  Driver  Insurance  Plan 

The  suggested  changes  include: 

A.  Repeal  the  statutory  restrictions  on  the  SDIP  added  by  amendment  including  the 
Buell  Amendment,  (which  effectively  gives  everyone  an  opportunity  to  have  a 
moving  violation  once  every  6  years  without  receiving  a  surcharge);  length  of  the 
experience  period  (which  limits  recognition  of  incident- free  years  so  that  20  years 
of  no  incidents  is  valued  the  same  as  6  years);  and  actuarial  requirements  for 
credits  and  surcharges.  All  of  these  limit  and/or  reduce  the  amount  of  credit 
possible  for  good  drivers;  so  that  one  may  consider  changes  to 

1 .  eliminate  situations  where  insureds  remain  at  the  same  step  for  years  at  a  time  in  spite 
of  additional  clean  driving  years;  and 

2.  examine  the  length  of  time  that  incidents  remain  on  an  individual  operator's  record. 

B.  Consider  re-naming  the  plan,  as  "safe  driver"  is  a  term  that  has  been  found 
confusing  since  there  is  no  accounting  for  at-fault  accidents  without  property 
damage  and  some  of  the  surchargeable  events  (appropriately)  relate  to  the  safety 
of  the  equipment  (e.g.,  lapsed  safety  inspection  stickers),  rather  than  the  driving 
skills  of  the  person.  The  purpose  of  renaming  would  be  to  help  consumers 
understand  that  the  plan  reflects  more  than  just  drivers'  skills—that  it  is  supposed 
to  help  contain  costs  by  encouraging  compliance  to  laws  and  maintenance  of 
vehicles,  and  eliminating  the  cost  of  administering  minor  claims  by  encouraging 
the  appropriate  use  of  deductibles. 

C.  Encourage  higher  deductibles  through  increased  education.  (Note,  because 
agents'  commissions  are  tied  to  premium  levels,  it  may  be  necessary  to  require  a 
reward  system  to  encourage  sales  of  higher  deductibles  for  insurers  who  are  not  direct 
writers.  Statutory  and/or  regulatory  change  would  be  required  in  order  to  change  the 
compensation/reward  system  in  this  way.) 

It  is  vital  that  any  changes  to  the  system  take  consideration  of  the  "zero  sum  game"  nature 
of  changes  to  the  SDIP.  This  means  that  any  action  that  decreases  the  total  amount  of 
surcharge  income  will  decrease  the  amount  of  income  available  for  credits  and 
necessarily  increase  the  total  premium  for  many  credit  eligible  insureds15.  The  challenge 
for  change  to  the  SDIP  is  to  minimize  the  impact  of  premium  increases  and  the  number  of 
safe  drivers  to  be  adversely  impacted  by  such  change.  Legislative  amendments  have 
effectively  penalized  the  drivers  with  the  better  records  (approximately  70%  of  all  drivers 
are  assigned  to  Steps  9  and  1 0)  while  responding  to  the  complaints  of  others  by  adding 
requirements  that  limit  the  ability  to  expand  the  credits. 


15  Approximately  60%  of  all  insureds  are  at  the  lowest  SDIP  step  9.  These  insureds  would  have  their  net 
premiums  increased  if  we  decrease  the  amount  of  surcharges  and  therefore  the  amount  of  available  credits. 
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II.    MASSACHUSETTS  AUTOMOBILE  INSURANCE  RATES 

Competition  &  Fix-And-Establish 

Massachusetts  has  a  private  passenger  automobile  rate  system  where  the  Commissioner 
sets  the  rates  to  be  used  by  all  insurers  for  all  coverages16.  The  Commissioner  has  this 
authority  to  set  the  rates  under  M.G.L.  c.175,  §113B.  However,  the  Commissioner  is 
given  this  authority  on  annual  basis,  and  only  after  a  public  hearing  is  held  under  M.G.L. 
C.175E,  §5.  The  Commissioner  must  find  that  "with  respect  to  any  territory  or  to  any 
kind,  subdivision  or  class  of  insurance,  competition  is  either  (i)  insufficient  to  assure  that 
rates  will  not  be  excessive,  or  (ii)  so  conducted  as  to  be  destructive  of  competition  or 
detrimental  to  the  solvency  of  insurers...".  The  Commissioner  has  made  this  finding  in 
each  year  since  1977. 

The  ratemaking  standards  in  M.G.L.  c.175,  §1 13B  require  that  rates  be  adequate  and  not 
excessive  or  unfairly  discriminatory.  These  rates  must  be  based  upon  certain  types  of 
evidence  and  actuarial  support.  The  rating  system  must  contain  statutorily  mandated 
elements  such  as  territorial  classifications,  a  safe  driver  plan,  and  senior  citizen  discounts. 

Chapter  622  of  the  Acts  of  1986  required  the  Commissioner  in  M.G.L.  c.175,  §113B  to 
determine  whether  insurance  companies  utilize  adequate  programs  to  control  costs  and 
expenses  based  upon  information  filed  by  the  AIB.  If  the  Commissioner  determines  that 
filing  is  deficient  or  that  the  programs  are  inadequate,  then  the  Commissioner  can  make 
an  appropriate  adjustment  in  the  premium  charges  to  reflect  the  inadequacy.  In  addition 
to  the  above  cost  containment  adjustment,  the  Commissioner  has  since  the  1970's 
adjusted  company  expenses  in  the  rates  each  year  to  reflect  the  lack  of  competition  and  a 
competitive  market's  expected  effect  on  limiting  company  expenses17. 

Many  consumers,  legislators,  (and  even  insurance  industry  representatives),  point  to  the 
lack  of  a  competitive  market  as  the  key  catalyst  behind  Massachusetts  automobile 
insurance  rates  being  higher  than  the  national  average.  However,  the  actual  accident 
experience  of  Massachusetts  drivers  and  their  insurance  claims  refute  the  fallacy  of  lack 
of  competition  as  the  singular,  or  even  most  important  cause  of  the  Massachusetts 
automobile  insurance  rates. 


16  There  are  two  types  of  private  passenger  automobile  rate  deviations  where  an  insurer  may  deviate  from 
the  rates  fixed-and-established  by  the  Commissioner.  The  first  type  is  a  so  called  1 13B  deviation  which 
requires  a  public  hearing  and  approval  by  the  Commissioner.  The  second  type  is  a  so  called  193R  group 
marketing  deviation  and  requires  approval  by  the  Commissioner. 

17  The  adjustment  is  known  as  the  competition  adjustment  factor  (CAF)  and  has  been  upheld  by  the 
Massachusetts  Supreme  Judicial  Court  (SJC)  in  a  number  of  legal  actions  initiated  by  the  insurance 
industry. 
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Massachusetts  Compared  to  National  Averages 

In  comparing  automobile  insurance  rates  from  one  state  to  another  there  are  a  number  of 
factors  that  must  be  considered  as  contributing  factors  when  drawing  any  conclusions 
from  the  comparison.  These  include  but  are  not  limited  to  accident  frequency,  type  of 
tort  system,  compulsory  versus  non-compulsory  insurance  system,  driver  demographics, 
proportion  of  drivers  in  urban  or  metropolitan  areas,  the  cost  and  age  of  the  fleet  of 
vehicles  in  use,  the  cost  of  medical  care  in  the  state,  the  wage  and  income  levels  of 
citizens  in  the  state,  the  propensity  of  state  citizens  to  sue  (with  the  inherent  friction 
costs),  road  conditions,  traffic  enforcement,  the  level  of  insurance  fraud,  etc. 

A  December  1 993  publication  by  the  National  Association  of  Insurance  Commissioners 
(NAIC),  Auto  Insurance  Database  Report1*,  analyzed  a  number  of  the  key  factors 
described  above  on  a  state  by  state  basis19.  Massachusetts  ranked  4th  highest  in  the  nation 
each  year  from  1989-91  in  regard  to  combined  fatal/non-fatal  injury  accident  rates  per 
100  million  miles  driven.  Over  the  same  period  Massachusetts  ranked  49th  or  50th  in  fatal 
accident  rates  per  1 00  million  miles  driven.  Thus  the  main  problem  for  Massachusetts  is 
not  the  fatal  accident,  but  the  non-fatal  accident. 

Massachusetts  average  hospital  room  charges  during  the  1986-90  period  ranked  from  6th 
highest  in  the  country  in  1990  to  12th  highest  in  the  country  in  1987-88.  In  both  1987  and 
1 992  Massachusetts  had  the  2nd  highest  rate  of  physicians  per  capita  in  the  nation.  Each 
year  in  the  1991-93  period  Massachusetts  ranked  3rd  highest  in  the  country  in  the  number 
of  attorneys  per  capita  behind  the  District  of  Columbia,  and  New  York.  In  1987 
Massachusetts  ranked  2nd  highest  in  the  country  in  the  percent  of  claimants  represented  by 
an  attorney  in  personal  injury  claims. 

Each  year  in  the  1987-91  period  Massachusetts  ranked  4th  highest  in  the  country  in 
population  density  (state  population/square  miles  in  state).  It  ranked  6th  highest  in  the 
country  in  average  annual  pay  in  both  1989  and  1990.  In  the  1986-90  period 
Massachusetts  ranked  from  3rd  to  5th  highest  in  the  country  in  per  capita  disposable 
personal  income.  Massachusetts  has  a  compulsory  automobile  insurance  system.  All 
drivers,  good  and  bad,  are  required  to  purchase  insurance.  The  same  publication  showed 
that  Massachusetts  had  an  average  automobile  insurance  expenditure20  in  1987-1992  that 
was  the  3rd,  3rd,  5th,  4th,  6th,and  5th  highest  in  the  nation  respectively. 


A  January  1998  publication  by  the  National  Association  of  Insurance  Commissioners 
(NAIC),  State  Average  Expenditures  &  Premiums  for  Personal  Automobile  Insurance  in 


18  This  publication  was  discontinued  after  1993,  but  publication  will  resume  in  1999. 

19  Various  external  sources  were  used  such  as  the  Statistical  Abstract  of  the  United  States,  Federal  Highway 
Administration,  American  Medical  Association,  Insurance  Information  Institute,  Automatic  Data 
Processing  (ADP),  American  Bar  Association,  U.S.  Dept.  of  Commerce,  etc. 

!0  Average  expenditure  is  defined  as  total  written  premiums  divided  by  the  number  of  vehicles  on  an  annual 
basis. 
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J 996,  shows  Massachusetts  ranked  7th  highest  in  the  country  in  1996  average  automobile 
insurance  expenditure.  This  7th  highest  ranking  includes  a  6th  highest  ranking  in  liability 
average  premium  and  a  25th  and  27th  highest  ranking  in  collision  and  comprehensive 
average  premium  respectively.  This  same  publication  revealed  that  U.S.  Bureau  of 
Census  data  show  96.1%  of  the  Massachusetts  population  living  in  metropolitan  areas. 
Massachusetts  also  ranks  among  the  higher  states  in  the  number  of  miles  driven  per  mile 
of  roadway. 

An  often  used  measure  of  automobile  accident  frequency  is  the  frequency  of  automobile 
property  damage  liability  claims.  Accidents  reported  to  state  motor  vehicle  or  law 
enforcement  departments  are  not  considered  to  be  reliable  indicators  of  accident 
frequency  as  most  states  have  minimum  dollar  reporting  thresholds  where  accidents 
below  the  threshold,  e.g.,  below  $1,000,  are  not  required  to  be  reported.  It  is  not  clear 
that  all  accidents  for  which  an  accident  report  are  required  to  be  filed  are  even  filed. 
Additionally,  accidents  that  occur  outside  the  geographic  boundaries  of  the  home  state  are 
generally  not  captured  by  the  home  state  motor  vehicle  database.  An  automobile  property 
damage  liability  claim  occurs  whenever  there  is  damage  to  another  vehicle  or  property 
that  is  charged  to  a  home  state  driver's  policy.  There  is  no  deductible  involved  so  that 
any  dollar  loss  in  that  situation  would  be  captured.  These  insurance  data  are  generally 
subject  to  more  rigorous  reporting,  editing,  and  auditing  requirements  than  data  reported 
to  state  motor  vehicle  records. 

A  review  of  the  automobile  property  damage  liability  claim  frequency  for  Massachusetts 
versus  the  nation  shows  that  Massachusetts  was  number  one  in  the  country  each  year 
from  1986-90  in  this  measure  of  accident  frequency.  Massachusetts  had  an  accident 
frequency  that  was  almost  twice  the  national  average  (181%,  194%,  184%,  181%,  and 
1 80%  respectively)  for  each  of  these  years.  A  review  of  more  recent  Massachusetts  data 
from  the  AIB  filing  for  1998  private  passenger  automobile  rates  and  countrywide  data 
from  the  Fast  Track  Monitoring  System  shows  that  Massachusetts  had  an  accident 
frequency  that  ranged  from  176%  to  164%  times  the  countrywide  average  accident 
frequency  over  the  1992-96  period.  Thus  a  comparison  of  Massachusetts  accident 
frequency  versus  the  countrywide  accident  frequency  over  the  most  recent  available 
ten  year  period  shows  Massachusetts  to  have  in  its  best  year  approximately  two- 
thirds  more  accidents  than  the  countrywide  average. 

Massachusetts  is  simply  not  "average".  That  does  not  mean,  however,  that  there  are 
not  still  opportunities  that  could  be  taken  to  further  contain  and/or  lower  costs  for 
insurance.  Some  would  require  changes  in  the  protections  of  the  policy  and  how  it 
operates.  Others  would  not. 


/ 
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Recommendations  Relative  to  Rate/Cost 

The  following  recommendations  are  grouped  into  two  categories.  The  first  category 
includes  suggested  legislative  changes.  The  second  category  requires  continuing  and/or 
strengthening  current  practices. 

Suggested  Legislative  Changes 

1 .  Provide  a  true  No-Fault  coverage  to  reduce  the  non-economic  costs  and  waste  in  the 
present  (pseudo)  no-fault  system.  (This  would  include  a  verbal  threshold  that 
identifies  egregious  and/or  serious  levels  of  loss,  or  criminal  conduct  for  there  to  be 
any  opportunity  for  suit.  It  would  also  require  a  reasonably  comprehensive  benefit 
level  to  cover  significant  medical  and  other  economic  losses.  The  two  components 
address  the  current  problem  generated  by  the  low  monetary  threshold  and  assure  that 
injured  parties  have  appropriate  levels  of  care  and  income  replacement  available  to 
them.  This  could  be  accomplished  through  a  Choice  system,  with  a  choice  of  a  no- 
fault  and  a  tort-based  alternative,  or  one  could  replace  the  current  system  with  a  stand 
alone  (true)  No-fault  system. 

2.  Institute  a  "no  pay/no  play"  system  so  that  those  who  drive  without  the  mandatory 
insurance  (and  therefore  are  not  paying  for  their  share  of  the  costs  of  administering  a 
system  which  is  effectively  a  tort  system),  are  not  eligible  for  any  pain  and  suffering 
benefits. 

3.  Amend  the  current  group  marketing  statute  so  as  to  encourage  continued  access  to 
consumers,  but  on  a  logical,  actuarially  sound  basis.  The  Administration  has  filed  a 
bill  to  accomplish  this. 

4.  Require  mandatory  breath  test/start  equipment  for  vehicles  registered  and/or  regularly 
driven  by  those  convicted  of  'drunk'  or  'impaired'  driving. 

5.  Amend  or  abolish  anti-rebating  laws  so  that  increased  competition  among  producers 
(agents/brokers)  may  be  possible. 

6.  Add  glass  repair  to  the  direct  pay  system  to  help  consumers  take  advantage  of 
discounts  that  might  be  negotiated  by  insurers.  (Recent  statistics  show  that  this  is  an 
area  of  repair  where  costs  have  been  increasing  at  rates  that  are  not  in  conformance 
with  other  states.) 

7.  Repeal  the  portion  of  the  Seat  Belt  law  that  effectively  exempts  not  wearing  seatbelts 
from  being  surchargeable.  (There  are  several  reasons  for  this.  A  driver  not  belted  in 
will  have  less  ability  to  keep  control  of  a  vehicle  once  there  is  an  impact,  and  unbelted 
passengers  can  become  additional  hazards.  And,  the  medical  losses  to  unbelted 
drivers  and  passengers  add  cost  to  the  system.) 

Strengthening  Current  Practices 

8.  Continue  to  improve  the  design  and  maintenance  of  roads  and  intersections. 

9.  Continue  to  improve  consistency  in  the  enforcement  of  traffic  laws. 

10.  Continue  to  cut  down  on  fraud  by  "rings"  in  the  repair  of  motor  vehicles  (body  work 
and  glass). 
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1 1 .  Improve  the  level  of  detail  for  reporting  motor  vehicle  accidents,  so  as  to  help  in  their 
investigation  and  minimize  the  ability  to  have  "jump-in  claimants"  and/or  staged- 
accidents  succeed. 
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List  of  Exhibits 

1 .  Example  of  SDIP  Zero  Sum  Game  Concept 

2.  State  Motor  Vehicle  Records  by  State 

3.  Chapter  239  of  the  Acts  of  1997 

4.  Chapter  570  of  the  Acts  of  1953,  §§5-17 

5.  Chapter  417  of  the  Acts  of  1955 

6.  Chapter  646  of  the  Acts  of  1 956 

7.  Chapter  391  of  the  Acts  of  1964 

8.  Chapter  670  of  the  Acts  of  1 970,  §7 

9.  Chapter  266  of  the  Acts  of  1976,  §1  &  §18 

10.  DOI  Regulation  3-77 

11.  BOA  Regulation  BA  1-77 

12.  Chapter  241  of  the  Acts  of  1983,  §11 

13.  MARB  1984  SDIP  Filing 

14.  Chapter  273  of  the  Acts  of  1988,  §38 

15.  AG/MARB/SRB  1990  SDIP  Filing 

16.  Chapter  171  of  the  Acts  of  1990 

17.  AIB  1997  Analysis  of  SDIP  Incident  Point  Assignment 

18.  AIB  1997  Analysis  of  Percentage  Step  Differentials 

19.  1996  Report  of  SDIP  Task  Force 

20.  Massachusetts  1 986-90  Property  Damage  Liability  Frequency  Ranking 

21.  Fast  Track  Monitoring  System-Massachusetts  Property  Damage  Liability 

22.  Fast  Track  Monitoring  System-Countrywide  Property  Damage  Liability 

23.  AIB  1998  Main  Rate  Filing,  Property  Damage  Liability  Claims  &  Losses  by  Accident 
Year 
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Example  of  SDIP  Zero  Sum  Game  Concept 


Suppose  there  are  a  total  of  10  drivers  in  a  certain  driver  class  and  territory. 
Let's  assume  that  based  upon  the  Commissioner's  Rate  Decision  insurance 
companies  would  need  to  collect  $100  per  vehicle  or  $1 ,000  total  for  the  10 
insureds  if  no  safe  driver  insurance  plan  exists.  Then  under  Massachusetts  law 
the  insurers  would  still  need  to  collect  an  $1 ,000  total  or  an  average  of  $100  per 
vehicle  if  there  were  a  safe  driver  insurance  plan  in  existence  because 
Massachusetts  Law  requires  that  in  any  safe  driver  insurance  plan  the  total 
surcharges  equal  total  credits.  If  the  total  surcharges  equal  the  total  credits,  then 
the  net  premium  impact  of  surcharges  and  credits  is  zero,  i.e.,  total  surcharges 
and  total  credits  cancel  out  each  other.  This  means  in  simple  terms  that 
insurance  companies  are  required  by  law  to  collect  the  same  total  premium 
amount  whether  there  is  a  safe  driver  insurance  plan  or  not. 

It  is  often  thought  that  changes  can  be  made  to  the  Massachusetts  Safe  Driver 
Insurance  Plan  which  effect  a  relative  few  insureds  in  terms  of  safe  driver  step 
changes  and  these  changes  will  not  effect  other  insureds  who  experience  no 
change  in  safe  driver  step.  This  is  not  true.  When  changes  are  made  that  effect 
the  safe  driver  step  of  some  insureds,  the  premium  for  all  insureds  will  change. 

Currently  approximately  55%  (1.9  million)  of  all  Massachusetts  insureds  are 
rated  at  safe  driver  step  9.  This  means  that  55%  of  all  Massachusetts  insureds 
have  clean  driving  records  in  the  most  recent  6  year  driving  period.  If  changes 
are  made  to  the  current  Massachusetts  safe  driver  insurance  plan  which 
decrease  the  total  amount  of  surcharges,  then  as  a  consequence  these  changes 
would  cause  the  automobile  insurance  premium  for  these  1.9  million  insureds  to 
be  higher  than  it  would  have  been  prior  to  the  decrease  in  surcharges. 

Conclusion 

Any  changes  to  the  Massachusetts  Safe  Driver  Insurance  Plan  must  be 
considered  in  the  light  of  how  these  changes  impact  the  premiums  of  all  insureds 
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Example  of  How  Changes  in  The  Massachusetts  Safe  Driver  Insurance  Plan  Which  Appear  to 
Affect  Relatively  Few  Insureds  Actually  Impact  All  Insureds 
Situation  I 

Suppose  the  drivers  in  a  certain  driver  class  &  territory  are  distributed  at  safe  driver  steps  in  the 
following  way: 

safe  driver  #  of 

step  drivers 

9  5 

10  2 
12  1 
15  1 
18  1 

Next  assume  each  safe  driver  step  is  worth  a  7%  step  differential  off  the  step  1 5  rate,  then  the 
individual  step  rates  are  as  follows: 


individual 

total 

safe  driver 

safe  driver 

#of 

safe  driver 

step 

step  premium 

drivers 

step  premium 

9 

80.56 

5 

$402.80 

10 

90.28 

2 

$180.56 

12 

109.72 

1 

$109.72 

15 

138.89 

1 

$138.89 

18 

168.06 

1 

$168.06 

total 


$1,000 


o; 


ituation  II 

Let's  suppose  we  decide  to  change  the  safe  driver  insurance  plan  so  that  certain  minor  at-fault 
accidents  are  no  longer  surchargeable  &  further  that  this  causes  the  former  step  18  driver  to  now 
be  rated  as  a  step  15  driver.  Assume  the  other  9  drivers  remain  at  their  same  step.  Again  assume 
a  7%  step  differential  off  the  step  1 5  rate. 


safe  driver 

#of 

step 

drivers 

" 

9 

5 

10 

2 

12 

1 

15 

2 

• 

18 

0 

- 

individual 

total 

safe  driver 

safe  driver 

#of 

safe  driver 

step 

step  premium 

drivers 

step  premium 

9 

82.98 

5 

$414.90 

10 

92.99 

2 

$185.98 

12 

113.02 

1 

$113.02 

15 

143.06 

2 

$286.12 

18 

173.10 

0 

$0.00 

/ 


total 


$1,000 
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Impact  of  Premium  Change  on  All  Drivers  Due  to  Elimination  of  Certain  Minor  At-Fault  Accidents 


original 
safe  driver 
step 
9 
10 
12 
15 
18 


original 

revised 

;afe  driver  safe  driver 

premium 

premium 

80.56 

82.98 

90.28 

92.99 

109.72 

113.02 

138.89 

143.06 

168.06 

143.06 

premium 

#  of  percentage 

drivers  change 

5  3.0%  (increase) 

2  3.0%  (increase) 

1  3.0%  (increase) 

1  3.0%  (increase) 

1  -14.9%  (decrease) 
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Data  Captured  by  State  Motor  Vehicle  Records  by  State 
Source:  The  MVR  Book  Motor  Services  Guide,  1998  Edition 


Are  All 

Are  All 
Reported 

Are  Out-of- 

Reported 

Number  of 

Instate 

State 

Accident 

Convictions 

Years 

Accidents 

Accidents 

Are  Accidents 

Reporting 

Name  of 

Shown  on 

Convictions 

Shown  on 

Shown  on 

Designated  as 

Dollar 

State 

MVR? 

Shown 

MVR? 

MVR? 

"At-Fault"? 

Threshold 

AL 

Yes 

5  years 

Yes 

No 

No 

$250 

not  reported 

Yes  except 

Minor -3  yrs; 

unless  action 

AK 

parking 

Major  -  5yrs 

taken 

No 

n/a 

$500 

_ 

only  if 

39  months  to 

conviction 

_ 

AZ 

No 

5  years 

No 

occurs 

n/a 

$1,000 

not  unless  at- 

AR 

No 

3  years 

fault 

Yes 

Yes 

$500 

varies  from  3 

- 

._ 

CA 

Yes 

yrs  to  12yrs 

only  if  at-fault 

Yes 

Yes 

$500 

Yes  except 

- 

parking, 

only  if  major 

pedestrian, 

only  if 

conviction 

CO 

bicycle 

up  to  7  years 

conviction 

occurs 

No 

$1,000 

moving  3  yrs 

CT 

Yes 

DUI  10  years 

No 

No 

n/a 

n/a 

all  moving 

violation 

moving  3  yrs 

only  if 

only  if 

DE 

convictions 

DUI  6  years 

conviction 

conviction 

No 

$500 

- 

convictions 

moving  3  yrs 

only  if 

DC 

with  points 

DWI  indef. 

conviction 

Yes 

No 

$250 

- 

only  if 
citation 

FL 

Yes 

1 0  years 

issues 

No 

No 

$500 

traffic 

only  with 

only  if 

GA 

convictions 

3  to  7  years 

conviction 

conviction 

No 

$250 

Yes,  except 

- 

~ 

parking, 

misc., 

criminal,  and 

only  if 

contempt 

moving  3  yrs 

citation 

HI 

violations 

DWI  10  years 

issues 

No 

n/a          , 

$3,000 

ID 

Yes? 

3  years 

No 

No 

n/a 

$750 

- 

1 
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Data  Captured  by  State  Motor  Vehicle  Records  by  State 
Source:  The  MVR  Book  Motor  Services  Guide,  1998  Edition 


Name  of 
State 

Are  All 
Reported 
Convictions 
Shown  on 
MVR? 

Number  of 
Years 

Convictions 
Shown 

Are  All 

Reported 

Instate 

Accidents 

Shown  on 

MVR? 

Are  Out-of- 
State 
Accidents 
Shown  on 
MVR? 

Are  Accidents 
Designated  as 
"At-Fault"? 

Accident 
Reporting 
Dollar 
Threshold 

- 

IL 

Yes  except 
non-moving 
violations 

moving  4  yrs 
accidents  4-5 
yrs  DUI  -  life 

Yes 

No 

No 

$500 

IN 

Yes  except 
non-moving 
violations 

7  years 

Yes 

No 

No 

$750 

IA 

Yes 

Mvg  -  5-7  yrs 
DWI  12  yrs 

all  reportable 
accidents 

No 

No 

$1,000 

KS 

No 

3-5  yrs 

Yes 

No 

No 

$500 

KY 

Yes  except 
non-moving 
violations 

3  yrs 

No 

No 

n/a 

$200 

LA 

Yes  except 
non-moving 
violations 

Mvg  -  3  yrs 
DWI  10  yrs 

Yes 

No 

No 

$500 

ME 

Yes 

Mvg  -  3  yrs 
DW1 10  yrs 

Yes 

No 

No 

$500 

MD 

Yes 

Mvg  -  3  yrs 
DWI  10  yrs 

Yes 

No 

No 

none,  any 
injury  or 
death 

MA 

SDIP 

6  yrs 

at-fault 
accidents 

Yes 

Yes 

$500 

Ml 

some 

speeding  & 
non-moving 
violations 
excluded 

Mvg  7  years 
OW1 10  yrs 

only  if  driver 
is  convicted 
of  a  traffic 
violation 

No 

No 

$400 

MN 

Yes  except 
non-moving 
violations 

Mvg  5  yrs 
DWI  up  to 
indefinite 

No 

No 

n/a 

$1,000 
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Data  Captured  by  State  Motor  Vehicle  Records  by  State 
Source:  The  MVR  Book  Motor  Services  Guide,  1998  Edition 


Name  of 
State 

Are  All 
Reported 
Convictions 
Shown  on 
MVR? 

Number  of 
Years 

Convictions 
Shown 

Are  All 

Reported 

Instate 

Accidents 

Shown  on 

MVR? 

Are  Out-of- 
State 
Accidents 
Shown  on 
MVR? 

Are  Accidents 
Designated  as 
"At-Fault"? 

Accident 
Reporting 
Dollar 
Threshold 

MS 

Yes  except 
non-moving 
violations 

3  years 

Yes 

No 

No 

$100 

MO 

Yes  except 
non-moving 
violations 

mvg  5  yrs 
DWI  -  life 

No 

No 

n/a 

none,  any 
damage, 
injury  or 
death 

MT 

yes  except 

seatbelt 

convictions 

3vrs 

if  damage  is 
over  $500 
and 

conviction  is 
rendered 

Yes 

No 

$400 

NE 

Yes  except 
non-moving 
violations 

mvg  4  yrs 
DWI  life 

Yes 

No 

No 

$500 

NV 

Yes  except 
non-moving 
violations 

3  years 

No 

No 

No 

$750 

NH 

Yes 

Mvg  -  5yrs 
DWI    7yrs 

Yes 

No 

No 

$1,000 

NJ 

Yes  except 
non-moving 
violations 

permanently 
but  there  is 
purge  criteria 

Yes 

Yes 

No 

$500 

NM 

some 

speeding  & 
non-moving 
violations 
excluded 

Mvg  3  years 
DUI  -  perm. 

No 

No 

n/a 

$250 

Data  Captured  by  State  Motor  Vehicle  Records  by  State 
Source:  The  MVR  Book  Motor  Services  Guide,  1998  Edition 


Name  of 
State 

Are  All 
Reported 
Convictions 
Shown  on 
MVR? 

Number  of 
Years 

Convictions 
Shown 

Are  All 

Reported 

Instate 

Accidents 

Shown  on 

MVR? 

Are  Out-of- 
State 
Accidents 
Shown  on 
MVR? 

Are  Accidents 
Designated  as 
"At-Fault"? 

Accident 
Reporting 
Dollar 
Threshold 

- 

NY 

except 
equipment 
and  non- 
moving 
violations 

Mvg  3  years 
DWI-10yrs 

Yes 

No 

No 

$1,000 

NC 

Yes  except 
non-moving 
violations 

mvg  -  5yrs 
DWI  10yrs 

Yes 

No 

No 

$1,000 

ND 

No,  only  3 
point  & 
higher 
violations 

3  years 

only  if 
license  is 
suspended 

No 

n/a 

$1,000 

OH 

Yes 

Mvg  5  yrs 
DWI  7  yrs 

Only  those 
reported  by 
law  officials 

No 

No 

$400 

OK 

some 

speeding  & 
non-moving 
violations 
excluded 

3  years 

only  if 
citation 
issued  and 
conviction 

only  with 
total  record 
transfer 

No 

$300 

OR 

except 
parking  and 
passenger 
violations 

3-5  years 

Yes 

No 

No 

$1,000 

PA 

only  those 
with  points 
assigned 

3-7  years 

Yes 

No 

No 

$0 

Rl 

Yes 

3  years 

Yes 

No 

No 

$500 

SC 

Yes  except 
non-moving 
violations 

10  years 

Yes 

No 

No 

$1,000 

SD 

some 
speeding 
violations 
excluded 

3  years 

Yes 

Yes 

No 

$500 

TN 

Yes 

3-7  years 

Yes 

No 

No 

$400 

Data  Captured  by  State  Motor  Vehicle  Records  by  State 
Source:  The  MVR  Book  Motor  Services  Guide,  1998  Edition 


Name  of 
State 

Are  All 
Reported 
Convictions 
Shown  on 
MVR? 

Number  of 
Years 

Convictions 
Shown 

Are  All 

Reported 

Instate 

Accidents 

Shown  on 

MVR? 

Are  Out-of- 
State 
Accidents 
Shown  on 
MVR? 

Are  Accidents 
Designated  as 
"At-Fault"? 

Accident 
Reporting 
Dollar 
Threshold 

TX 

Yes  except 
non-moving 
violations 

mvg  5  yrs 
DWI  indef. 

only  if 
citation 
issued  and 
conviction 

Yes 

No 

$500 

UT 

No 

3-10  years 

only  if 
moving 
violation 
conviction 

only  if 
moving 
violation 
conviction 

No 

$1,000 

VT 

Yes 

3-15  years 

Yes 

No 

No 

$1,000 

VA 

Yes 

3-11  years 

Yes 

No 

No 

$1,000 

WA 

Yes  except 
non-moving 
violations 

5-10  years 

Yes 

No 

No 

$500 

WV 

some 
speeding 
violations 
excluded 

7  years 

No 

No 

n/a 

$250 

Wl 

Yes 

5  - 10  years 

Yes 

Yes 

No 

$1,000 

WY 

Yes 

3-5  years 

only  if  driver 
has  no 
insurance 

No 

No 

$500 
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THE   COMMONWEALTH   OF   MASSACHUSETTS 

In  the   Year  One  Thousand  Sine   Hundred  and  ninety-seven 

AN  ACT  RELATIVE  TO  GROUP  MARKETING  PLANS  FOR  AUTOMOBILE  AND  HOMEOWNERS  IN- 
SURANCE. 

Whereas,  The  deferred  operation  of  this  act  vould  tend  to  defeat  its  pur- 
pose* which  ie  to  waive  forthwith  the  participation  requirement  for  group  mar- 
keting plans  for  calendar  year  1998.  therefore  it  is  hereby  declared  to  be  an 
emergency  law,  necessary  for  the  immediate  preservation  of  the  public  conve- 
rt ience.^ 

Be  it  enacted  by  the  Senate  and  House  of"  Representatives  in  General  Court 
assembled,    and  by   the  authority  of   the  same,    as  follows: 

SECTION  1-  A  group  marketing  plan  approved  and  in  effect,  pursuant  to 
section  193R  of  chapter  175  of  the  General  Laws,  during  calendar  year  1997  may 
be  approved  upon  renewal,  notwithstanding  that  leBE  than  35  per  cent  of  its 
members  are  insured  during  calendar  year  1998. 

SECTION  2.  The  commissioner  of  insurance  shall  conduct  an  investigation 
and  study  relative  to  the  safe  driver  insurance  plan,  specifically,  and  the 
high  auto  insurance  rates  in  the  commonwealth  in  general. 

The  investigation  and  study  shall  examine,  and  the  commissioner  shall  sub- 
mit, legislative  recommendations  based  on,  but  not  limited  to,  the  following 
four  principles: 

(1)  restructuring  the  safe  driver  insurance  plan  step-rating  system  sc 
that  credit  step  drivers  are  not  penalized  with  high  and  lengthy  premiums  as  a 
result  of  a  minor  accident  or  infraction; 

(2)  restructuring  the  cafe  driver  insurance  plan  6ystem  to  decrease  the 
incidence  of  consumers  purposefully  increasing  deductibles,  avoiding  filing 
damage  claims  and  failing  to  repair  a  damaged  and  potentially  dangerous  vehi- 
cle; 

(3)  focusing  the  overall  restructuring  in  a  manner  so  as  to  provide  fair 
and  reasonable  rates  to  consumers  in  the  commonwealth  and  to  lower  Massachu- 
setts' auto  insurance  premiums  to  the  national  average;  and 
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(4)  the  existence  of  high  inherent  costs  within  the  commonwealth's  auto 
insurance  Industry. 

Said  commissioner  shall  report  its  legislative  recommendations  to  the  gen- 
eral court  on  or  before  July  1.  1998. 


House  of  Representatives,  December  3.^   ,  1997, 


Preamble  adopted, 


Speaker. 


In  Senate,  December  <^2  7  ,  1997. 


Preamble  adopted. 


^<z€L^  ^/^7^&^ 


,  President. 


entatives,  December   ol^  ,  1997, 


Bill  passed  to  be  enacted 


Speaker. 


In  Senate,  December 


*?. 


1997, 


Bill  passed  to  be  enacted, 


^/Pja=s^t  ^ 


dent. 


1?kid&2>) 


,  1997. 
Approved, 
at    (  0  o'clock  and'T'/  minutes,  (^.   M. 


'Ml* 


Acting  Governor. 
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282  Acts,  1955.  —  Chaps.  417,  418.  . 

between  the  shores  of  Vineyard  Haven  Harbor  as  defined  by 
the  harbor  and  land  commissioners  under  authority  of  chapter 
one  hundred  and  ninety-six  of  the  acts  of  eighteen  hundred 
and  eighty-one.  All  of  the  foregoing  positions  and  bearings 
refer  to  the  North  American  Datum  established  prior  to 
nineteen  hundred  and  twenty-seven. 

Section  2.  The  department  of  public  works  is  hereby 
directed  to  file  in  the  office  of  the  state  secretary  and  in  the 
registry  of  deeds  for  Dukes  county  a  plan  showing  the  bound- 
ary line  hereby  established.  Approved  June  7,  1955. 

ChapA17  An  Act  relative  to  assessment  of  points  under  the 

HIGHWAY   SAFETY   ACT  AND   MERIT   RATING   SYSTEM. 

Be  it  enacted,  etc.,  as  follows: 

Chapter  90A  of  the  General  Laws  is  hereby  amended  by 
inserting  after  section  7  the  following  section:  —  Section  7 A. 
Notwithstanding  any  contrary  provision  of  law,  no  points 
shall  be  assessed  against  the  operating  record  of  the  owner 
of  a  motor  vehicle  as  a  result  of  any  violation  unless  the 
owner  is  the  operator  thereof,  except  where :  — 

(a)  The  owner  permits  an  intoxicated  person  to  operate 
his  motor  vehicle. 

(6)  The  owner  permits  an  improper  person  to  operate  his 
motor  vehicle. 

(c)  The  owner  permits  operation  of  his  motor  vehicle  by  a 
person  without  a  license  or  after  the  revocation  or  suspension 
of  said  person's  license  to  operate. 

(d)  The  owner  permits  operation  by  an  operator  in  viola- 
tion of  restrictions  on  the  license  of  said  operator. 

(e)  The  motor  vehicle  is  being  operated  without  an  in- 
spection sticker. 

(J)  The  motor  vehicle  is  being  operated  with  improper 
equipment. 

(g)  The  owner  knowingly  permits  use  of  his  motor  vehicle 
in  the  commission  of  a  crime.  Approved  June  7,  1955. 


ChapA18  An  Act  relative  to  fees  and  charges  of  registers  of 

PROBATE  AND    INSOLVENCY. 

Emergency  Whereas,  The  deferred  operation  of  this  act  would  tend  to 

preamble.         defeat  its  purpose,  which  is  to  increase  forthwith  certain  fees 

and  charges  of  registers  of  probate  and  insolvency,  therefore 

it  is  hereby  declared  to  be  an  emergency  law,  necessary  for 

the  immediate  preservation  of  the  public  convenience. 

Be  it  enacted,  etc.,  as  follows: 

a  l.  (Ter  Section  1.     Chapter  262  of  the  General  Laws  is  hereby 

eto!, 'amended0,  amended  by  striking  out  section  40,  as  most  recently  amended 

by  section  6  of  chapter  562  of  the  acts  of  1954,  and  inserting 
Fees.  in  place  thereof  the  following  section:  —  Section  Jfi.     The 

fees  of  registers  of  probate  and  insolvency,  payable  in  ad- 
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-two,  the  attorney  general  may  apply  to  the  appro-  Attorney 
court  for  an  order  enjoining  such  person  from  engaging  genf aI  may 
itinuing  to  engage  in  the  activity  violative  of  said  SSSTirder. 
i,  and  upon  a  showing  that  such  person  has  engaged, 
bout  to  engage,  in  any  such  activity,  a  permanent  or 
rary  injunction,  restraining  order  or  other  order  mav 
ated.  J 

[ion  3.  The  persons  initially  appointed  by  the  gov-  Terms  of 
to  the  Massachusetts  commission  on  atomic  energy  members- 
shed  by  section  eighty-six  of  chapter  six  of  the  Gen- 
.ws  as  appearing  in  section  two  of  this  act,  shall  serve 
ns  of  one,  two,  three,  four,  five  and  six  years,  respec- 
as  designated  by  the  governor.  Upon  the  completion 
such  term,  his  successor  shall  be  appointed  in  the 
-  provided- by  said  section  eighty-six. 

Approved  August  9,  1956. 


r    RELATING    TO    THE    ASSESSMENT    OF    POINTS    UNDER 
THE  MASSACHUSETTS   HIGHWAY   SAFETY  ACT. 

eas,  The  deferred  operation  of  this  act  would  tend 
it  its  purpose,  which  is  to  provide  forthwith  that  the 
r  of  motor  vehicles  may  assess  certain  points  against 
>rd  of  a  motor  vehicle  operator,  thereby  enabling  a 
»f  determining  the  ability  of  certain  operators  there- 
5  hereby  declared  to  be  an  emergency  law,  necessary 
immediate  preservation  of  the  public  safety. 
icted,  etc.,  as  follows: 

n  7  of  chapter  90A  of  the  General  Laws,  as  appear- 
sction  1  of  chapter  570  of  the  acts  of  1953,  is  hereby 
1  by  striking  out,  in  line  5,  the  word  "shall"  and 
;  m  place  thereof  the  word :  —  may,  —  so  that  the 
tence  will  read  as  follows:  —  On  and  after  the  date 
the  committee  as  the  effective  date  of  the  point 
rnd  of  the  schedule  of  penalties,  the  registrar,  upon 
pt  of  any  report  required  by  law  to  be  made  to  him 
porting  of  which  is  provided  for  by  law,  may  charge 
ber  of  points  indicated  in  the  scale  of  points  for  the 
rf  such  report  against  the  operating  record  of  the 
of  the  motor  vehicle  to  which  such  report  relates. 

Approved  August  9,  1966. 
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AUTHORIZING  THE  TOWN  OF  FALMOUTH  TO  BORROW  Ch/17)  fi47 
FOR  ITS  SHARE  OF  THE  EXPENSES  OF  A  CERTAIN  ^""P'0*' 
WORKS  PROJECT  AT  FALMOUTH  INNER  HARBOR  AND 

RIZING  SAID  TOWN  TO  ACQUIRE  LAND  THEREFOR   AND 

TING  AND   CONFIRMING  CERTAIN  ACTION  TAKEN  BY 

>WN  IN  CONNECTION  WITH  SAID   PROJECT. 

tied,  etc.,  as  follows: 

n  1.    The  action  of  the  town  of  Falmouth  at  a 
>wn  meetmg  held  on  June  twenty-first,  nineteen 
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Item 
18.     For 


Subtotal 


I 


court  houses  and  registry  buildings,  maintenance  and  operation 

1.  Personal  services $56,117  10 

2.  Contractual  services 1 52,791  00 

3      Supplies  and  materials 8,368  00 

4.  Current  charges  and  obligations 13,200  00 

5.  Equipment 1 ,560  00 

20.  For  agricultural  school  or  county  cooperative  extension  service  .... 

1.  Personal  services 100,394  24 

2.  Contractual  services 12,420  00 

3.  Supplies  and  materials 3,618  00 

4.  Current  charges  and  obligations 690  00 

5.  Equipment 614  90 

21 .  For  the  Mount  Tom  state  reservation,  maintenance  and  operation  .  . 

24.  For  noncontributory  pensions 

25.  For  contributory  retirement  system  and  supervisory  expenses 

For  miscellaneous  and  contingent  expenses 

For  unpaid  bills  of  previous  years 

reserve  fund 

advertising  recreational,  industrial  and  agricultural  advantages 

the  county 

radio  system  for  fire  protection 

forest  development  .  .  .  .  * 

county  planning  

group  insurance 

Total  amount  of  appropriations 


Total 
$232,036  10 


117,737  14 


26. 
27. 

28.  For 

29.  For 

of 

31.  For 

32.  For 
35.  For 
39.  For 


Less  estimated  amount  available  for  reduction  of  county  tax 

And  the  county  commissioners  of  Hampshire  county  are 
hereby  authorized  to  levy  as  the  county  tax  of  said  county  for 
the  current  year,  in  the  manner  provided  by  law,  the  sum  of 


22,531  90 
25,919  88 
175,221  66 
60,197  19 
10,000  00 
60,000  00 

27,960  00 

400  00 

3,699  04 

31,575  40 

65,000  00 

$2,984,197  98 
317,954  00 


$2,666,243  98 


The  following  sum  is  hereby  appropriated  for  said  fiscal  year  from 
federal  revenue  sharing  funds,  subject  to  the  provisions  of  law  regu- 
lating the  disbursement  of  county  funds  and  the  approval  thereof. 

Item 

2.     For  reduction  of  county  debt 

16.     For  jail  and  house  of  correction 

1 .     Personal  services 


$27,426  00 


Total 


$160,000  00 
27,426  00 


$187,426  00 


Section  2.     This  act  shall  take  effect  upon  its  passage. 

Approved  August  2,  1976. 


Chap.  266.      An  Act  relative  to  motor  vehicle  insurance. 

Be  it  enacted,  etc.,  as  follows: 

Section  1 .  Chapter  6  of  the  General  Laws  is  hereby  amended 
by  inserting  after  section  182  the  following  section,  under  the 
caption  MOTOR  VEHICLE  INSURANCE  MERIT  RATING 
BOARD:- 
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Subtotal  Total 

ce  and  operation  $232.036  10 

$56,117  10 
152.791  00 
8.368  00 
13.200  00 
1,560  00 
nsion  service...-  117.737  14 

100.394  24 
12.420  00 
3,618  00 
690  00 

61490  on 

:e  and  operation..  22.53190 

— >■■■■  'SftS 

10,000  00 
60,000  00 

:ulturai  advantages  ^  ^  ^ 

40000 

3,699  04 

31.575  40 

65.000  00 

w" "  $2^47l97~98 

of  county  tax _yn^54_00 

county  are 
3f  said  county  for 
w.  the  sum  of $2,666,243  98 

said  fiscal  year  from 
ovisions  of  law  regu- 
,e  approval  thereof. 


$160,000  00 
"  27,426  00 

"$27.426  00 

$187,426  00 

ect  upon  its  passage. 
Approved  August  2,  1976. 
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lOTOR  VEHICLE  INSURANCE. 

ieral  Laws  is  hereby  amended 
following  section,  under  the 
JRANCE  MERIT   RATING 


Section  1SS.     Th-   **ZJ25i£83>  ^= 

vehicles  a  motor  yehud >  *£%££&  of  the  registrar  of  motor 
called  the  board.  The  board  snail co  issioner  of  msur- 

vehicles.  who  shall  serve  **  **f  L™";  designee.  The  board  shal 
anee  and  the  attorney  gene  al  o,  ^       (h(,  provisions  0f 
appoint  a  director,  who  shalli not  oe  s    ^         and  ad       ster  a 
chapter  thirty-one  The  boart ^n  ting  of  informa; 

plan  for  the  compiling,  gathering  a  ^^  da(a  as   , 

lion,  operator  records  and  "stones,  an  |(j  aca 

deems  necessary  or  appropna  £•*»*,£  motor  vehicle  vioU- 
dents,  claims  under  motor  vetactepohc^n  and  ued 

tions  in  order  to  f^'1'3^.^'^  t0  motor  vehicle  insurance 
^SStX  thHteen  P  of  chapter  one 

ing  of  the  aforementioned  in  format io  ,    v  dissemina- 

tories,  and  other  data  and  J^6  ?rs°^king  inquiry  with  respect 
tion  of  such  to  i"surance^  claim  and 

to  the  motor  vehicle  acciden     motor  vemc^  .  d 

motor  vehicle  violation  record  oi  any        .   insurer.  Such  records 
by°or  applying  for  |™^  for  the 

and  data  disseminated  by  such  plan  sna  $ection  one  hun- 

purposes  of  merit  rating ;  under  ^e  provisio  seventy-five. 

dred  and  thirteen  P  of  chapter  _one  nun  inated  under 

Whoever  disseminates ;  or  uses ^fs^7fa  lhis  section  shall  be 

such  plan  ^^^^fiS^^^^omBAddB^toii^ 

punished  by  a  fine  of  not  more  than  one  t  ^  ^^  Qr  both^ 

Offense  or  b> 'imprisonment  ^not  ™  criminal  offender  record 
The  board  shall  havec^cfe5SeVei0Ding  the  plan.  The  criminal 
information  for  the  VW^S^fBS  and  each  insurance 
history  systems  board  *h^*l%^^  business  within  the 
company  doing  ^^J^S^SSSS^  record  information 
commonwealth  foraccesVr°^"m;nn-nety  by  its  insureds;  provided 

t^^^^SSr and  sevenly",wo 

one  hundred  and  seventy-eight ^  >«c  usl™d  f     ,    al>  investigative 
The  board  may  expend  for  expenses !«■«  \    appropriated 

cle rical  and  other  ass.stance  such  sums  as  may ^    W^  and 
therefor;  Provided   however   that  ah  costs  o  companies 

operation  of  said  board  WW'  commonwealth. 

doing  motor  vehicle ^nf"/u%Tnce  shaH  ^portion  such  costs  among 
The  commissioner  of  'nuance  sn an  ^ v  same  on  ,  fair  and 

all  such  companies  and  shall  assess  mem 
reasonable  basis. 
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K> 


both,  or  practices  that  are  shown  to  be  designed  to  offset  the  effect 
of  any  deductible  purchased  by  a  physical  damage  coverage  policy- 
holder. 

The  commissioner  shall,  after  notice  and  hearing,  in  the  manner 
provided  in  chapter  thirty  A,  adopt  rules  and  regulations  govern- 
ing licensees  under  this  section  in  order  to  promote  the  public 
welfare  and  safety  and  nothing  in  this  section  shall  be  construed  to 
limit  the  general  power  of  the  commissioner  hereunder. 

Section  18.  Said  chapter  175  is  hereby  further  amended  by 
striking  out  section  113  0,  as  most  recently  amended  by  section  3 
of  chapter  1  of  the  acts  of  1976,  and  inserting  in  place  thereof  the 
following  two  sections:- 

Section  113  0.  All  policies  providing  fire  and  theft  coverage  or 
comprehensive  coverage,  so  called,  shall  pay  for  loss  or  damage  to 
the  insured  vehicle  under  the  terms  of  the  policy  up  to  a  limit  equal 
to  the  actual  cash  value  of  the  vehicle  less  a  deductible  of  two  hun- 
dred dollars.  Insurers  shall  also  make  available  additional  cover- 
age whereby  the  deductible  of  two  hundred  dollars  is  reduced  to  an 
amount  not  less  than  one  hundred  dollars,  except  that  an  insurer 
may  refuse  to  issue  such  optional  additional  coverage  on  the  basis 
of  claims  paid;  provided,  that  no  insurer  may  refuse  to  issue  such 
optional  additional  coverage  because  of  age,  sex,  race,  occupation 
or  principal  place  of  garaging  of  the  vehicle.  Notwithstanding  the 
foregoing,  any  deductible  pertaining  to  the  comprehensive  cover- 
age, so  called,  shall  not  be  applicable  to  damage  to  glass  of  any 
motor  vehicle  so  covered.  Insurers  shall  also  make  available  addi- 
tional coverage  to  provide  that,  in  determining  actual  cash  value, 
no  deduction  for  depreciation  shall  be  allowed  to  reduce  the  value 
of  the  vehicle  to  less  than  an  agreed  value  for  that  particular 
vehicle,  provided  the  insurer  is  permitted  to  inspect  the  vehicle  at 
the  time  of  application  for  such  additional  coverage.  No  payment 
shall  be  made  by  the  insurer  for  loss  or  damage  to  the  insured 
vehicle  on  a  claim  for  theft  coverage,  so  called,  until  the  insured 
signs  and  submits  to  the  appropriate  police  authority  a  statement 
under  the  penalties  of  perjury  on  a  form  containing  such  informa- 
tion relating  to  the  theft  of  the  insured  vehcile  as  is  prescribed  by 
the  commissioner. 

No  insurer  shall  make  any  payments  to  the  insured  under  a 
policy  providing  fire  and  theft  coverage  or  comprehensive  cover- 
age, so  called,  unless  it  has  received  a  claim  form  from  the  insured 
stating  that  the  repair  work  described  in  an  appraisal  made  pur- 
suant to  section  one  hundred  and  thirteen  M  of  chapter  one  hun- 
dred and  seventy-five  has  been  completed.  In  any  case  where  the 
insurer  fails  to  make  payment  within  seven  days  of  receipt  of  the 
above  claim  form,  the  insured  may  commence  a  civil  action  for 
payments  claimed  to  be  due.  If  the  court  determines  that  the 
insurer  was  unreasonable  in  refusing  to  pay  said  insured's  claim, 
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the  claimant  shall  be  entitled  to  recover  double  the  amount  of 
damage  plus  costs  and  reasonable  attorneys'  fees  fixed  by  the 
court.  If  such  claim  form  is  not  received  by  the  insurer,  the  insurer 
shall  pay  to  the  insured  only  the  decrease  in  actual  value  of  the  in- 
sured vehicle  less  any  deductible.  If  the  insured  elects  not  to  repair 
the  vehicle,  or  if  the  insurer  does  not  receive  a  claim  form  from  the 
insured  stating  that  the  repair  work  has  been  completed,  the 
insurer  shall  decrease  the  actual  cash  value  of  the  insured  vehicle 
by  the  amount  of  damage  sustained. 

Section  113P.  The  commissioner  shall  after  notice  and  a  hear- 
ing in  the  manner  provided  in  chapter  thirty  A,  establish  the  pro- 
visions of  a  merit  rating  plan  for  use  by  all  insurers  to  vary  rates 
and  premiums  for  private  passenger  motor  vehicles;  provided  that 
an  insurer  may  file  and  use  a  merit  rating  plan  in  accordance  with 
chapter  one  hundred  and  seventy-five  E  which  meets  the  standards 
of  this  section  and  is  in  conformance  with  any  minimum  standards 
as  may  be  promulgated  by  the  commissioner.  Surcharges  shall  be 
imposed  on  account  of  negligence  determined  to  be  more  than 
fifty  per  cent  of  the  cause  of  a  motor  vehicle  accident,  and  on 
account  of  convictions  of  moving  violations  of  motor  vehicle  laws. 
A  surcharge  of  fifty  dollars  shall  be  imposed  for  the  first  sur- 
chargeable  accident  in  a  three-year  period  and  the  following  speci- 
fied surcharges  for  the  first  conviction  in  a  three-year  period  for 
each  of  the  following  violations:- 

(a)  Two  hundred  dollars  -  operating  a  motor  vehicle  while 
under  the  influence  of  intoxicating  liquor,  marijuana  or  narcotic 
drugs,  or  depressant  or  stimulant  substances  or  under  the  in- 
fluence of  the  vapors  of  glue,  carbon  tetrachloride,  acetone, 
ethylene,  dichloride,  toluene,  chloroform,  xylene  or  any  combina- 
tion thereof.  Said  surcharge  shall  apply  to  any  person  charged  with 
operating  a  motor  vehicle  while  under  the  influence  of  intoxicating 
liquor  and  who  is  assigned  to  a  driver  alcohol  education  program 
as  described  in  section  twenty-four  D  of  chapter  ninety. 

(6)  One  hundred  dollars  -  operating  a  motor  vehicle  recklessly, 
or  operating  negligently  so  that  the  lives  or  safety  of  the  public 
might  be  endangered. 

(c)  Twenty-five  dollars  -  speeding  and  other  moving  traffic 
violations,  but  excluding  operating  without  possession  of  a  license 
or  registration  and  such  other  exclusions  as  provided  by  the 
commissioner. 

Surcharges  for  such  additional  accidents  and  convictions  of 
moving  traffic  violations  of  motor  vehicle  laws  shall  be  established 
in  the  merit  rating  plan.  Surcharges  for  surchargeable  accidents 
and  convictions  of  moving  violations  shall  be  assessed  against  the 
policy  of  the  driver  so  chargeable  or  convicted  or  any  other  driver 
who  is  included  among  those  authorized  to  drive  or  customarily 
drives  any  vehicle  covered  by  such  policy.  No  such  plan  shall  use 
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any  records  or  factors  which  occurred  more  than  three  years  prior 
to  the  policy  year  for  which  it  varies  rates  or  premiums.  Where 
there  is  more  than  one  surcharge  that  would  be  applied  resulting 
from  a  single  incident,  then  only  that  surcharge  that  represents  the 
largest  dollar  amount  shall  be  assessed. 

Credits  shall  be  established  for  risks  with  no  accidents  or  con- 
victions of  moving  violations  of  motor  vehicle  laws  which  balance 
the  surcharges  to  be  collected.  Insurers  are  required  to  assure  that 
all  surcharges  collected  are  credited  to  insureds  entitled  to  credits 
pursuant  to  a  formula  promulgated  by  the  commissioner.  Such 
formula  shall  require  that  said  credits  shall  include  investment 
income  earned  by  insurers  on  the  surcharge  collected.  Each  insurer 
shall  assure  that  each  insured  surcharged  or  receiving  credits 
receives  information  in  a  form  prepared  by  the  commissioner  con- 
cerning the  merit  rating  and  credit  procedure.  Within  thirty  days 
after  the  insurer  receives  sufficient  information  to  impose  a  sur- 
charge, said  insurer  shall  notify  the  policyholder  of  such 
surcharge. 

Absent  a  clear  showing  to  the  contrary,  accidents  under  the 
following  circumstances  will  be  presumed  not  to  be  accidents 
based  on  fault  which  is  in  excess  of  fifty  per  cent,  and  therefore 
will  not  be  subject  to  surcharge: 

(a)  accidents  in  which  the  insured's  vehicle  is  struck  while 
lawfully  parked; 

(b)  accidents  in  which  the  insured's  vehicle  is  struck  in  the  rear 
by  another  vehicle  moving  in  the  same  direction; 

(c)  accidents  in  which  the  insured's  vehicle  is  struck  by  flying 
gravel,  missiles  or  falling  objects; 

(d)  accidents  in  which  the  insured's  vehicle  is  struck  by  another 
vehicle  which  unlawfully  leaves  the  scene  of  the  accident  if  the 
insured  reports  such  accident  in  writing  to  the  police  within  forty- 
eight  hours. 

Failure  of  an  insurer  to  charge  the  insured  for  a  surcharge 
known  to  be  due  under  a  merit  rating  plan  shall  subject  the  insurer 
to  the  same  penalties  prescribed  in  section  twelve  of  chapter  one 
hundred  and  seventy-five  E  for  a  violation  of  said  chapter. 

After  any  collision,  limited  collision  or  property  damage  liability 
claim  has  been  filed,  the  insurer  shall  determine  whether  the  in- 
sured should  be  surcharged  in  accordance  with  rules  for  deter- 
mining fault  in  excess  of  fifty  per  cent  to  be  promulgated  by  the 
board  of  appeals  on  motor  vehicle  policies  and  bonds,  hereinafter 
called  the  board. 

Any  insured  aggrieved  by  any  determination  of  an  insurer  as  to 
the  application  of  a  surcharge  may  file  a  written  complaint  to  the 
board,  within  thirty  days  after  receiving  notification  of  said  sur- 
charge, on  a  form  approved  by  the  commissioner  and  supplied  by 
the  insurer  at  the  time  of  the  notification  of  the  surcharge.  The 
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board  may  deny  such  appeal  without  a  hearing  on  the  basis  of  the 
standards  of  fault  to  be  promulgated  by  the  board.  In  the  notice  of 
its  decision  to  deny  the  complaint  by  the  insured,  the  board  shall 
notify  the  insured  that  he  has  a  right  to  a  hearing  on  the  applica- 
tion of  the  surcharge. 

The  board  shall  provide  the  insurer  and  insured  with  at  least  ten 
days  notice  of  any  hearing  held  under  this  section.  If  after  a  hear- 
ing, the  board  finds  that  the  application  of  the  surcharge  was  in 
accordance  with  the  standards  promulgated  by  the  board  and  the 
provision  of  this  section,  it  shall  order  the  surcharge  applied  to  the 
insured's  next  premium  due.  If  the  board  finds  that  the  insurer's 
application  of  said  surcharge  was  not  in  accordance  with  said 
standards  and  provisions,  it  shall  order  the  insurer  to  vacate  said 
surcharge  and  delete  it  from  any  premium  charged.  The  board 
may  designate  a  person  to  act  as  a  hearing  officer  pursuant  to  this 
section.  The  hearing  officer  shall  file  a  memorandum  of  his  find- 
ings or  orders  in  the  office  of  the  commissioner,  and  shall  send  a 
copy  to  the  insurer  and  the  insured. 

Any  person  or  company  aggrieved  by  any  finding  or  order  of  the 
board,  may,  within  ten  days  after  the  filing  of  the  memorandum 
thereof  in  the  office  of  the  commissioner,  appeal  therefrom  to  the 
superior  court,  in  any  county  in  case  of  an  appeal  by  any  com- 
plainant, and  in  the  county  in  which  the  complainant  resides  in 
case  of  an  appeal  by  the  company.  The  appellant  shall  file  with  his 
appeal  a  duly  certified  copy  of  the  complaint  and  of  the  finding 
and  order  thereon,  and,  if  the  appeal  is  taken  from  a  finding  and 
order  of  the  board  in  respect  to  a  cancellation,  the  clerk  of  the 
court  shall  forthwith  upon  the  filing  of  such  an  appeal  give  written 
notice  of  the  filing  thereof  to  the  registrar  of  motor  vehicles  and  to 
the  appellee.  The  court  shall,  after  such  notice  to  the  parties  as  it 
deems  reasonable,  give  a  summary  hearing  on  such  appeal  and 
shall  have  jurisdiction  in  equity  to  review  all  questions  of  fact  and 
law,  and  to  affirm  or  reverse  such  finding  or  order  and  may  make 
any  appropriate  decree.  The  court  or  justice  may  allow  such 
appeal,  finding  or  order  to  be  amended.  The  decision  of  the  court 
or  justice  shall  be  final.  The  clerk  shall,  within  two  days  after  the 
entry  thereof,  send  an  attested  copy  of  the  decree  to  each  of  the 
parties  and  the  commissioner  and  to  said  registrar,  or  his  office. 
The  court  or  justice  may  make  such  order  as  to  costs  as  it  or  he 
deems  equitable.  The  superior  court  may  make  reasonable  rules  to 
secure  prompt  hearings  on  such  appeals  and  a  speedy  disposition 
thereof. 

The  attested  copy  of  a  complaint,  a  finding  and  order  of  the 
board  or  a  decree  of  the  superior  court,  or  a  justice  thereof,  may 
be  sent  to  the  complainant,  to  the  company  and  to  said  registrar  by 
registered  mail,  postage  prepaid,  and  any  notice  required  by  this 
section  may  be  sent  by  mail,  postage  prepaid,  addressed,  in  the 
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case  of  the  complainant,  to  his  address  specified  in  the  appeal  and, 
in  the  case  of  the  company,  to  its  last  home  office  address  appear- 
ing on  the  records  of  the  commissioner,  or,  in  the  case  of  a  com- 
pany of  a  foreign  country,  to  its  resident  manager  in  the  United 
States,  at  the  last  address  appearing  on  said  records,  or  to  such 
other  person  as  may  previously  have  been  designated  by  the  com- 
pany by  a  written  notice  filed  in  the  office  of  the  commissioner. 

The  municipal  court  of  the  city  of  Boston,  and  the  justices 
thereof,  shall  have  original  jurisdiction,  concurrently  with  the 
superior  court,  and  the  justices  thereof,  of  all  proceedings  under 
this  section  relating  to  appeals  from  decisions  of  the  board  of 
appeals  on  motor  vehicle  liability  policies  and  bonds,  and  for  such 
purpose  the  municipal  court  of  the  city  of  Boston  shall  have  the 
same  power  and  authority  as  the  superior  court;  provided,  how- 
ever, that  in  case  of  any  appeal  by  the  insurance  company  from  the 
finding  or  order  of  the  board  to  the  municipal  court  of  the  city  of 
Boston,  said  appeal  may,  if  the  complainant  does  not  reside  in 
Suffolk  county,  upon  motion  of  the  complainant,  be  transferred 
to  and  heard  by  the  superior  court  in  the  county  in  which  the  com- 
plainant resides. 

Section  19.  The  General  Laws  are  hereby  amended  by  striking 
out  chapter  175E  and  inserting  in  place  thereof  the  following 
chapter:- 

CHAPTER  175E. 

REGULATION  OF  RATES  FOR  MOTOR 

VEHICLE  INSURANCE. 

Section  1.  The  following  words,  as  used  in  this  chapter,  unless 
the  text  otherwise  requires  or  a  different  meaning  is  specifically 
required,  shall  mean:- 

"Commissioner",  the  commissioner  of  insurance. 

"Company",  "insurance  company"  or  "insurer",  all  corpora- 
tions, associations,  partnerships  or  individuals  engaged  as  prin- 
cipals in  the  business  of  insurance. 

Section  2.  This  chapter  shall  apply  to  coverage,  whether  com- 
pulsory or  not,  which  is  or  may  be  afforded  under  motor  vehicle 
liability  policies  or  bonds,  both  as  defined  in  section  thirty-four  A 
of  chapter  ninety. 

Section  3.  Such  provisions  of  chapter  one  hundred  and 
seventy-five  A  as  are  not  inconsistent  with  this  chapter  shall  apply 
to  rate  regulation  pursuant  to  this  chapter. 

Section  4.  The  following  standards  shall  apply  to  the  making 
and  use  of  rates  pertaining  to  all  insurance  to  which  the  provisions 
of  this  chapter  are  applicable:- 

(a)  Rates  shall  not  be  excessive  or  inadequate,  as  herein 
defined,  nor  shall  they  be  unfairly  discriminatory. 
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REGULATION'  3-77 
STANDARD  MERIT  RATING  PLAN 


Article  I  -  Authority 

This  regulation  is  promulgated  in  accordance  with  the 
authority  granted  to  the  Commissioner  of  Insurance  under 
Section  113P  of  Chapter  17S  of  the  Massachusetts  General 
Laws  . 


Article  II  -  Definitions 

As  used  in  this  regulation,  the  following  words  shall  mean: 

(2.1)  "Commissioner",  the  Commissioner  of  Insurance  appointed 
pursuant  to  Section  6   of  Chapter  26  of  the  General  Laws. 

(2.2)  "Credit",  an  amount  subtracted  from  a  Policyholder's 
premium  as  a  result  of  the  application  of  Merit  Rating. 

(2.3)  "Experience  Period",  the  three-year  time  interval  end- 
ing on  the  first  day  of  the  second  calendar  month  preceding 
the  effective  date  of  the  year  for  which  rates  or  premiums 
are  varied  as  a  result  of  the  application  of  Merit  Rating. 

(2.4)  "Insurer",  any  corporation,  association,  partnership , 
group  or  individual  authorized  to  write  motor  vehicle  insur- 
ance in  the  Commonwealth. 

(2.5)  "Involved  Operator",  any  person  determined  to  have 
been  operating  a  vehicle  subject  to  Merit  Rating  at  the 
time  of.. an  accident  subject  to  Merit  Rating  or  having  a 
conviction  subject  to  Merit  Rating  as  specified  by  Article 
IV  of  this  regulation. 

(2.6)  "Merit  Rating  Board",  the  motor  vehicle  insurance 
merit  rating  board  established  pursuant  to  Section  183  of 
Chapter  6  of  the  General  Laws . 


(2.7)  "Merit  Rating",  the  varying  of  insurance  rates  and 
premiums  for  private  passenger  vehicles  on  tlie  basis  of 
accidents  and  convictions  pursuant  to  the  provisions  of 
Section  113P  of  Chapter  175  of  the  General  Laws. 

(2.8)  "Policyholder",  the  principal  named  insured  in  a 
motor  vehicle  insurance  policy  covering  a  private  passenger 
vehicle  registered  in  the  Commonwealth. 

(2.9)  "Surcharge" ,. an  amount  added  to  a  Policyholder's 
premium  as  a  result  of  the  application  of  Merit  Rating. 


/ 
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Scction  5.1  -  Claims  Under  Property  Damage  Liability 

Insurance 

Within  thirty  days  of  the  filing  of  any  property  damage 
liability  claim  in  excess  of  fifty  dollars  resulting  from 
an  accident  involving  only  one  vehicle,  where  that  vehicle 
was  subject  to  Merit  Rating,  the  Insurer  shall  notify  the 
Involved  Operator  of  its  intention  to  impose  a  Surcharge 
unless,  during  that  period,  the  Insurer  shall  have  denied 
the  claim  or  closed  the  claim  with  a  payment  of  fifty  dollars 
or  loss.   For  the  purposes  of  this  section,  no  claim  shall 
be  considered  to  have  been  denied  if  any  reserve  has  been 
established  for  future  payment  of  more  than  fifty  dollars  of 
the  claim.   If  the  Policyholder  is  a  person  other  than  the 
Involved  Operator,  the  Insurer  shall  send  the  Policyholder 
a  copy  of  the  notice  required  by  this  section.   The  Insurer 
shall  also  send  to  the  Merit  Rating  Board  a  copy  of  the 
notice  required  by  this  section. 

Section  5.2  -  Claims  Under  Collision  Insurance 

Within  thirty  days  of  the  filing  of  any  collision  claim  more 
than  fifty  dollars  in  excess  of  any  applicable  deductible 
resulting  from  an  accident  involving  only  one  vehicle,  where 
that  vehicle  was  subject  to  Merit  Rating,  the  Insurer  shall 
notify  the  Involved  Operator  of  its  intention  to  impose  a 
Surcharge  unless,  during  that  period,  the  Insurer  shall  have 
denied  the  claim  or  closed  the  claim  .with  a  payment  of  fifty 
dollars  or  less  or  unless  the  claim  resulted  from  damage  to 
the  vehicle  caused  by  flying  gravel,  missiles,  or  falling 
objects.   For  the  purposes  of  this  section,  no  claim  shall 
be  considered  to  have  been  denied  if  any  reserve  has  been 
established  for  future  payment  of  more  than  fifty  dollars  of. 
the  claim.   If  the  Policyholder  is  a  person  other  than  the 
Involved  Operator,  the  Insurer  shall  send  the  Policyholder 
a  copy  of  the  notice  required  by  this  section.   The  Insurer 
shall  also  send  to  the  Merit  Rating  Board  a  copy  of  the 
notice  required  by  this  section. 

Section  S.3  -  Form  of  Surcharge  Notice 

Any  notice  of  Surcharge  under  this  article  shall  be  on  a 
form  approved  by  the  Commissioner.   The  notice  shall  include 
a  form  which  may  be  used  by  the  Policyholder  or  Involved 
Operator  to  appeal  the  imposition  of  any  Surcharge. 

Article  VI  -  Not! f j  cat  ion  of  Surcharge  Following  Multiple 

v^eTTfci  e_  Accidents' 

Sectio ii_G .  1  -  Claims  Under  Property  Damage  Liability  Insurance 

Within  thirty  days  of  the  filing  of  any  property  damage 
liability  claim  in  excess  of  fiftv  dollars  resulting  from 
an  accident  involving  more  than  one  vehicle,  where  at  least 
one  vehicle  is  subject  to  Merit  Rating,  the  Insurer  shall 
notify  the  [nvolvcd  Operator  of  its  intention  to  impose  a 
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of  fifty  dollars  or  less.   If  the  Policyholder  is  a  person  other 
than  the  Involved  Operator,  the  Insurer  shall  send  the  Policy- 
holder a  copy  of  the  notice  required  by  this  section.   The 
Insurer  shall  also  send  to  the  Merit  Rating  Board  a  copy  of  the 
notice  required  by  this  section. 

Section  6.4  -  form  of  Surcharge  Notice 

Any  notice  of  Surcharge  under  this  article  shall  be  on  a  form 
approved  by  the  Commissioner.   The  notice  shall  include  a  form 
which  may  be  used  by  the  Policyholder  or  Involved  Operator  to 
appeal  the  imposition  of  any  Surcharge  to  the  board  of  appeal 
on  motor  vehicle  liability  policies  and  bonds  pursuant  to 
Section  113P  of  Chapter  175  of  the  General  Laws. 

Article  VII  -  Notice  of  Surcharge  Following  Convictions 

Conviction  of  any  violation  subject  to  Merit  Rating  or  assign- 
ment to  a  driver  alcohol  education  program  as  described  in 
Section  24-D  of  Chapter  90  of  the  General  Laws  shall  of  itself 
be  sufficient  notice  to  the  Involved  Operator  that  a  Surcharge 
is  to  be  imposed.   There  shall  be  no  right  of  appeal  to  the 
board  of  appeal  on  motor  vehicle  liability  policies  and  bonds 
pursuant  to  Section  113P  of  Chapter  175  of  the  General  Laws. 

Article  VTII  -  Additional  Responsibilities  of  Insurers 

Section  8.1  -  Computation  and  Billing  of  Surcharges 

Surcharges  for  which  notice  was  given  in  accordane  with 
Articles  V,  VI,  and  VII  of  this  regulation  during  the  appli- 
cable Experience  Period  shall  be  billed  beginning  with  the 
next  premium  due.   Surcharges  are  to  be  billed  to  the  policy 
of  the  Involved  Operator  whenever  possib]e.   If  an  Involved 
Operator  is  a  Policyholder,  his  policy  of  insurance  shall 
be  billed.   If  the  Involved  Operator  is  not  a  Policyholder, 
a  policy  of  insurance  on  which  lie  is  a  customary  operator, 
if  any,  shall  be  billed.   For  the  purnoses  of  Articles  VIII, 
IX,  and  X,  the  term  "next  premium  due"  refers  to  the  first 
premium  billed  in  connection  with  the  issuance  or  renewal  of 
a  policy  listing  the  Involved  Operator  as  the  Policyholder 
or  as  a  customary  operator  at  least  two  months  after  the 
issuance  of  a  Surcharge  notice  to  the  Involved  Operator.   In 
this  context,  the  term  renewal  shall  include  the  endorsement 
of  a  policy  in  order  to  add  an  Involved  Operator  as  a  customary 
operator  and  the  commencement  of  the  second  year  of  a  policy 
with  a  term  greater  than  twelve  months.   If  a  policy,  with  a 
term  greater  than  twelve  months  includes  fewer  than  twenty  four 
months,  the  Surcharge  due  ai  the  commencement  of  the  second  year 
shall  he  pro- rated  over  the  remaining  months  of  the  policy. 
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or  more  customary  operators  to  any  policy  written  on  or  after 
July  1,  1977,  an  Insurer  must,  within  thirty  days  of  the 
endorsement  of  the  policy,  obtain  from  the  Merit  Rating  Board, 
in  a  manner  prescribed  by  the  Commissioner,  Surcharge  infor- 
mation relating  to  accidents  and  convictions  subject  to  Merit 
Rating  for  any  customary  operator  added  to  the  policy. 

Sect  ion  8  ._6  j  Su  r£h  a  rg  es  Involving  More  Than  One  Vehic  le 

or"  Insurer 

The  total  Surcharge  amount  Daid  as  a  result  of  a  particular 
accident  or  conviction  shall  not  exceed  the  amounts  specified 
in  Articles  IX  and  X  of  this  regulation.   If  the  property 
damage  liability  and  collision  insurance  for  a  vehicle  are 
written  by  different  insurers,  each  insurer  shall  bill  that 
part  of  the  total  Surcharge  amount  apportioned  to  each 
coverage  in  accordance  with  Sections  9.4  and  10.10.   If  an 
Involved  Operator  customarily  drives  one  or  more  vehicles 
insured  for  both  property  damage  liability  and  collision  cover 
ages,  the  Surcharges  attributable  to  that  Involved  Operator 
shall  be  billed  to  the  policy  or  policies  of  one  such  vehicle. 

Section  8.7  -  Surcharges  for  Multiple  Offenses 

If  an  Involved  Operator  is  convicted  of  two  or  more  moving 
traffic  violations,  all  of  which  arose  from  the  same  incident 
or  occurrence,  the  amount  of  the  Surcharge  imposed  shall  be 
equal  to  the.  largest  dollar  amount  that  would  apply  if  each 
individual  violation  were  considered  alone.   If  an  Involved 
Operator  is  convicted  of  one  or  more. moving  traffic  violations 
in  connection  with  an  accident  subject  to  Merit  Rating,  the 
Surcharge  imposed  shall  equal  the  largest  dollar  amount  that 
would  apply  if  the  accident  or  conviction  were  considered 
alone.   However,  those  accidents  or  convictions  which  do  not 
result  in  Surcharges  at  that  time  shall  be  counted  when  deter- 
mining whether  subsequent  accidents  and  convictions  are  the 
first,  second,  third  or  subsequent  such  incident  during  an 
Experience  Period. 

Article  IX  -  Surcharge  Schedule  for  Accidents 

Section  9.1 - _ S u rcharge  for  the  First  A cci dent 

A  Surcharge  of  fifty  dollars  shall  be  imposed  for  the  first 
accident  resulting  in  a  Merit  Rating  Surcharge  during  an 
Experience  Period.   It  shall  be  billed  with  the  next  premium 
due  following  the  notification  of  the  Surcharge  as  prescribed 
in  Articles  V  and  VT. 

'i(.!lL[ on  •*  •  2  ~  Su  re  ha  rge  for  t  ho  Second  Ace  i  den  t 

A  Surcharge  of  one  hundred  Jo  liars  shall  be  imposed  for  the 
Second  accident  re::u]tini»  in  a  Merit  Ratine  Surcharge  notice 
issued  to  a  Policyholder  or.  a  customary  operator  during  an 
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of  the  General.  Laws.   It  shall  be  billed  with  the  next  premium 
due  following  notification  of  the  Surcharge  as  prescribed  in 
Article  VII. 

Section  10.2  -  Surcharge  for  Second  Conviction  for  Operating 

a  Motor  Vehicle  Under  the  Influence  of  Drugs 
or  Intoxicating  Liquor 

A  Surcharge  of  two  hundred  and  twenty- five  dollars  shall  be 
imposed  for  the  second  conviction  of  a  Policyholder  or  a 
customary  operator  during  an  Experience  Period  for  operating 
a  motor  vehicle  while  under  the  influence  of  intoxicating 
liquor  or  drugs  as  specified  in  Section  113P  of  Chapter  175 
of  the  General  Laws.   It  shall  be  billed  with  the  next  premium 
due  following  notification  of  the  Surcharge.   In  addition  to 
this  Surcharge  of  two  hundred  and  twenty- five  dollars,  a 
Surcharge  of  two  hundred  dollars  shall  also  be  imposed  for 
the  second  such  conviction  during  an  Experience  Period. 
This  Surcharge  of  two  hundred  dollars  shall  be  billed  with 
the  premium  due  one  year  subsequent  to  the  next  premium  due 
following  notification  of  the  Surcharge. 

Section  10.3  -  Surcharges  for  Third  and  Each  Subsequent 

Conviction  for  Operating  a  Motor  Vehicle 
Under  the  IrTfluence  of  Drugs  or  Intoxicating 
Liquor 

A  Surcharge  of  two  hundred  and  fifty  dollars  shall  be  imposed 
for  the  third  and  each  subsequent  conviction  of  a  Policyholder 
or  a  customary  operator  during  an  Experience  Period  for  operat- 
ing a  motor  vehicle  while  under  the  influence  of  intoxicating 
liquor  or  drugs  as  specified  in  Section  113P  of  Chapter  175 
of  the  General  Laws.   It  shall  be  billed  with  the  next  premium 
due  following  notification  of  the  Surcharge.   In  addition  to 
this  Surcharge  of  two  hundred  and  fifty  dollars,  a  Surcharge 
of  two  hundred  and  twenty- five  dollars  shall  also  be  imoosed 
for  the  third  and  each  subsequent  such  conviction  during  an 
Experience  Period.   This.  Surcharge  of  two  hundred  and  twenty- 
five  dollars  shall  be  billed  with  the  premium  due  one  year 
subsequent  to  the  next  premium  due  following  notification  of 
the  Surcharge.   In  addition  to  these  Surcharges  of  two  hundred 
and  fifty  dollars  and  two  hundred  and  twenty- five  dollars,  a 
Surcharge  of  two  hundred  dollars  shall  also  be  imposed  for  the 
third  and  each  subsequent  such  conviction  during  an  Experience 
Period.   This  Surcharge  of  two  hundred  dollars  shall  be  billed 
with  the  premium  due  two  years  subsequent  to  the  next  premium 
due  following  notification  of  the  Surcharge. 

Section  10.4  -  Surcharge  for  First  Conviction  for 

Operating  a  Motor  Vehicle  Recklessly 

A  Surcharge  of  one  hundred  dollars  shall  be  imposed  for  the 
first,  conviction  during  an  Experience  Period  for  operating 
a  motor  vehicle  recklessly  or  negligently  so  that  the  lives 
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Scction  10.8  -  Surcharge  for  Second  Conviction  for 

Speeding  and  Other  Moving  Traffic  Violations 

A  Surcharge  of  fifty  dollars  shall  be  imposed  for  the  second 
conviction  of  a  Policyholder  or  a  customary  operator  during  an 
Experience  Period  for  any  moving  traffic  violation  subject  to 
Merit  Rating,  except  those  violations  referred  to  in  Sections 
10.1  through  1.0.6  of  this  regulation.   It  shall  be  billed  with 
the  next  premium  due  following  notification  of  the  Surcharge. 
In  addition  to  this  Surcharge  cf  fifty  dollars,  a  Surcharge 
of  twenty- five  dollars  shall  also  be  imposed  for  the  sec'ond 
such  conviction  during  an  Experience  Period.   This  Surcharge 
of  twenty- five  dollars  shall  be  billed  with  the  premium  due 
one  year  subsequent  to  the  next  premium  due  following  notifi- 
cation of  the  Surcharge. 

Section  10.9  -  Surcharges  for  Third  and  Each  Subsequent 

•  Conviction  for  Speeding  and  Other  Moving 
Traffic  Violations- 

A  Surcharge  of  seventy- five  dollars  shall  be  imposed  for  the 
third  and  each  subsequent  conviction  of  a  Policyholder  or  a 
customary  operator  during  an  Experience  Period  for  any  moving 
traffic  violation  subject  to  Merit  Rating,  except  those 
violations  referred  to  in  Sections  10.1  through  10.6  of  this 
regulation.   It  shall  be  billed  with  the  next  premium  due 
following  notification  of  the  Surcharge.   In  addition  to  this 
Surcharge  of  seventy- five  dollars,  a  Surcharge  of  fifty  dollars 
shall  also  be  imposed  for  the  third  and  each  subsequent  such 
conviction  during  an  Experience  Period.   Tills  Surcharge  of 
fifty  dollars  shall  be  billed  with  the  premium  due  one  year 
subsequent  to  the  next  premium  due  following  notification  of 
the  Surcharge.   In  addition  to  these  Surcharges  of  seventy- 
five  dollars  and  fifty  dollars,  a  Surcharge  of  twenty- five 
dollars  shall  also  be  imposed  for  the  third  and  each  subsequent 
such  conviction  during  an  Experience  Period.   This  Surcharge 
of  twenty- five  dollars  shall  be  billed  with  the  premium  due 
two  years  subsequent  to  the  next  premium  due  following  notifi- 
cation of  the  Surcharge. 

Section  10.10  -  Apportionment  of  Surcharges  for  Convictions 

BcTweeir^over  a  ges 

All  Merit  Rating  Surcharges  shall  be  apportioned  between 
property  damage  liability  coverage  and  collision  coverage  on 
each  policy  of  insurance'  in  a  manner  prescribed  by  the  Com- ^ 
missioncr.   If  any  Policyholder  elects  not  to  purchase  colli- 
sion coverage,  the  applicable  Surcharge  apportioned  to  colli- 
sion coverage  shall  not  be  billed  to  that  Policyholder. 

i\  r x ':) £_li:_ A! . _.". -TirllfL]  Jt>'_  1?  v_  _x °J    'Vs £  °  -Is .ill?  _iL JL1!1!0 h_a YJLC 

I'nilure  of  an  Insurer  or  person  to  impose  a  Surcharge  or  bill 
a  Policyholder  in  accordance  with  this  regulation  shall 
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Regulation  BA  1-77 

Standards  Of  Fault  To  Be  Used  By  The  Board  Of 
Appeal  On  Motor  Vehicle  Liability  Policies  And 
Bonds  And  Insurers  In  Determining  The  Application 
Of  Surcharges  In  Accordance  With  Section  113P  Of 
Chapter  175  Of  The  Massachusetts  General  Laws 

Article  I  -  Authority 

This  regulation  is  promulgated  in  accordance  with  the  authority 
granted  the  board  of  appeal  on  motor  vehicle  liability  policies 
and  bonds  by  Section  113P  of  Chapter  175  of  the  General  Laws. 

Article  II  -  Definitions 

(2.1)  "Center  Line",  the  marker,  imaginary  or  drawn,  which  di- 
vides the  middle  of  a  road  to  separate  traffic  moving  in 
opposite  directions. 

(2.2)  "Merit  Rating",  the  varying  of  insurance  rates  and  premiums 
for  private  passenger  vehicles,  as  defined  in  Regulation  9-76  of 
the  Division  of  Insurance,  on  the  basis  of  accidents  and  convictions 
pursuant  to  the  provisions  of  Section  113P  of  Chapter  175  of  the 
General  Laws. 

(2.3)  "Operator",  any  Massachusetts  licensed  driver  or  resident. 

(2.4)  "Vehicle  Subject  to  Merit  Rating",  a  private  passenger 
vehicle,  as  defined  in  Regulation  9-76  of  the  Division  of  Insurance, 
which  is  not  specifically  excepted  in  Section  4.1  of  Regulation  9-76 

Article  III  -  Purpose  and  Scope 

The  standards  established  by  this  regulation  shall  be  used  by 
insurers  and  the  board  of  appeal  on  motor  vehicle  liability  policies 
and  bonds,  hereinafter  referred  to  as  the  board,  in  determing  fault 
in  excess  of  50%  for  the  purpose  of  Merit  Rating.   The  presumptions 
raised  in  the  situations  described  in  Article  IV  shall  be  conclusive 
as  to  fault  in  excess  of  505  except  where  a  clear  showing  to  the 
contrary,  based  on  substantial  evidence,  is  demonstrated  at  a  hear- 
ing in  accordance  with  the  rules  of  the  board. 

Article  IV  -  Situations  in  Which  Fault  is  in  Excess  of  50% 

Section  4.1  -  Lawfully  Parked  Vehicle 

The  Operator  of  a  Vehicle  Subject  to  Merit  Rating  which  strikes  a 
lawfully  parked  vehicle  shall  be  presumed  to  be  at  fault  in  excess 
of  SOS. 
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Scction  4.10  -  Moving  The  Wrong  Direction  on  a  One-Way  Street 

An  Operator  of  a  Vehicle  Subject  to  Merit  Rating  which  strikes 
another  vehicle  while  being  operated  in  the  wrong  direction  on 
a  one-way  street  or  highway  shall  be  presumed  to  be  at  fault  in 
excess  of  50%. 

Section  4.11  -  Intersection  Collision 

An  Operator  of  a  Vehicle  Subject  to  Merit  Rating  which  strikes 
another  vehicle  in  an  intersection,  both  vehicles  having  entered 
the  intersection  at  the  same  time,  shall  be  presumed  to  be  at 
fault  in  excess  of  50%  if  such  Operator's  Vehicle  entered  the 
intersection  from  the  left  of  the  other  vehicle. 

Section  4.12  -  Intersection  Collision  Involving  Different  Times  of  Entn 

An  Operator  of  a  Vehicle  Subject  to  Merit  Rating  which  strikes 
another  vehicle  in  an  intersection  shall  be  presumed  to  be  at 
fault  in  excess  of  50%  if  such  Operator's  Vehicle  enters  the 
intersection  at  a  later  point  in  time. 

Section  4.13  -  Failure  to  Stop  at  Red  Light 

An  Operator  of  a  Vehicle  Subject  to  Merit  Rating  who  fails  to  stoo 
for  a  red  light  and  whose  Vehicle  strikes  another  shall  be 
uresumed  to  be  at  fault  in  excess  of  50%. 

Section  4.14  -  Backing  Up 

An  Operator  of  a  Vehicle  Subject  of  Merit  Rating  which  strikes 
another  vehicle  while  being  operated  in  reverse  gear  shall  be 
presumed  to  be  at  fault  in  excess  of  50%. 

Section  4.15  -  Illegal  U-Turn 

An  Operator  of  a  Vehicle  Subject  to  Merit  Rating  which  strikes 
another  Vehicle  while  making  an  illegal  U-turn  shall  be  presumed 
to  be  at  fault  in  excess  of  50%. 

Sectio,n  4.16  -  Left  Turn  Collision  with  Vehicle  Moving  in  the 

Opposite  Direction 

An  Operator  of  a  Vehicle  Subject  to  Merit  Rating  which,  in  the 
process  of  making  a  left  turn,  strikes  another  vehicle  which  is 
moving  in  the  opposite  direction  shall  be  presumed  to  be  at  fault 
in  excess  of  50%. 

Section  4.17  -  Entry  From  a  Parked  Position,  Parking  Lot,  Alley, 

or  Driveway 

An  Operator  of  a  Vehicle  Subject  to  Merit  Rating  which  strikes 
another  vehicle  while  entering  from  a  parked  position,  parking  lot, 
alley,  or  driveway  shall  be  presumed  to  be  at  fault  in  excess  of 
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Scction  4.26  -  Co  1  lision  Occurring  at  the  Intersection  of  Arterial 

Highways""" 

An  Operator  of  a  Vehicle  Subject  to  Merit  Rating  which  strikes 
another  vehicle  which  is  on  an  arterial  highway  while  such  Operator's 
Vehicle  is  approaching  from  another  highway  shall  be  presumed  at 
fault  in  excess  of  50?j. 

Section  4.27  -  Failure  to  Obey  the  Rules  and  Regulations  for  Driving 

on  State  Highways 

An  Operator  of  a  Vehicle  Subject  to  Merit  Rating  who  fails  to  obey 
the  Rules  and  Regulations  for  Driving  on  State  Highways,  as  adopted 
by  the  Department  of  Public  Works  in  accordance  with  the  provisions 
of  Section  2  of  Chapter  85  of  the  General  Laws  and  whose  Vehicle 
strikes  another  shall  be  presumed  to  be  at  fault  in  excess  of  50%. 

Section  4.28  -  Violation  of  Chapters  85,  89  or  90  of  the  General  Laws 

An  Operator  of  a  Motor  Vehicle  subject  to  Merit  Rating  who  violates 
any  provisions  of  Chapters  85,  89  or  90  of  the  General  Laws  and 
whose  Vehicle  strikes  another  shall  be  presumed  to  be  at  fault  in 
excess  of  50?j. 

Section  4.29  -  Failure  to  Give  Right-of-VYray  to  Emergency  Vehicles 

An  Operator  of  a  Vehicle  Subject  to  Merit  Rating  who  does  not  give 
the  right-of-way  to  emergency  Vehicles  as  required  by  Section.  7 
of  Chapter  89  of  the  General  Laws  and  whose  Vehicle  strikes  another 
shall  be  presumed  to  be  at  fault  in  excess  of  50 % . 


Attest:   Ralph  A.  Iannaco 


John  Douglass  Cummings,  Chairman 
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sentation  in  the  application  for  insurance  or  renewal  thereof,  or 
unless  the  operator's  license  or  motor  vehicle  registration  of  the 
named  insured  or  of  any  other  person  who  resides  in  the  same 
household  as  the  named  insured  and  who  usually  operates  a 
motor  vehicle  insured  under  the  policy  has  been  under  suspension 
or  revocation  during  the  policy  period,  or  for  coverages  which 
insurers  refuse  to  offer  under  the  provisions  of  paragraph  (A) 
of  section  one  hundred  and  thirteen  H.  Every  company  cancelling 
an  insurance  policy  under  authority  of  this  paragraph  shall, 
upon  demand,  refund  within  thirty  days  all  money  due  to  the 
insured  as  the  result  of  such  cancellation.  Any  company  violating 
the  provisions  of  the  preceding  sentence  shall  be  liable  to  the 
insured  in  an  action  of  contract  for  double  the  amount  of  the 
refund  plus  reasonable  legal  fees. 

SECTION  9.  Said  chapter  175  is  hereby  further  amended  by 
striking  out  section  22E,  as  most  recently  amended  by  section  9 
of  said  chapter  266,  and  inserting  in  place  thereof  the  following 
section:  - 

Section  22E.  No  insurance  company,  and  no  officer  or  agent 
thereof  in  its  behalf,  shall  refuse  to  issue,  renew  or  execute  as 
surety  a  motor  vehicle  liability  policy  or  bond,  or  any  other 
insurance  based  on  the  ownership  or  operation  of  a  motor  vehicle 
because  of  age,  sex,  race,  occupation,  or  principal  place  of 
garaging  of  the  vehicle.  A  particular  company  may  make  a 
general  reduction  in  volume  of  automobile  insurance  in  the  com- 
monwealth if  such  a  reduction  is  determined  by  the  commissioner 
not  to  be  an  attempt  to  circumvent  the  purposes  of  this  section 
and  that  the  company's  refusal  to  write  motor  vehicle  liability 
policies  or  bonds  is  not  contrary  to  the  public  interest  by  dis- 
rupting the  market  for  said  insurance  in  the  commonwealth.  Any 
company  which  does  not  intend  to  issue  a  renewal  policy  shall 
give  written  notice  of  its  intent  not  to  issue  a  policy  for  the 
ensuing  policy  period  in  accordance  with  the  provisions  of  section 
one  hundred  and  thirteen  F  and  such  notice  shall  specify  the 
reasons  for  such  nonrenewal. 

SECTION  10.  Section  113B  of  said  chapter  175,  as  most  recent- 
ly amended  by  chapter  401  of  the  acts  of  1979,  is  hereby  further 
amended  by  inserting  after  the  second  sentence  the  following 
sentence:-  In  fixing  and  establishing  premium  charges  in  accord- 
ance with  the  provisions  of  this  section,  the  deficit  of  the  plan, 
established  under  section  one  hundred  and  thirteen  H,  shall  not 
be  distributed  to  risks  based  on  classification  or  territory. 

SECTJON  11.  Said  section  113B  of  said  chapter  175,  as  most 
recently  amended  by  said  chapter  401,    is   hereby  further  amended 
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by  inserting  after  the  fifth  paragraph  the  following  six  para- 
graphs: - 

In  so  fixing  and  establishing  classifications  of  risks  under  this 
section,  the  commissioner  shall  establish  a  safe  driver  insurance 
plan  to  equitably  reflect  the  driving  records  of  insureds.  Such 
plan  shall  reflect  an  adjustment  of  insurance  premium  based  on 
at-fault  accidents,  convictions  of  moving  violations  of  motor 
vehicle  laws,  including  payments  pursuant  to  chapter  ninety  C, 
or  any  combination  thereof,  and  based  on  four  or  more  compre- 
hensive claims  totalling  two  thousand  dollars  or  more,  unless 
fire,  theft,  comprehensive  and  collision  coverages  are  not  pur- 
chased by  the  insured,  as  compiled  and  recorded  by  the  motor 
vehicle  insurance  merit  rating  board  established  pursuant  to 
section  one  hundred  and  eighty-three  of  chapter  six. 

Such  an  adjustment  shall  reflect  an  aggregate  credit  to  safe 
drivers'  premiums,  which  shall  equal  the  increase  in  aggregate 
premiums  to  be  charged  to  those  not  defined  as  safe  drivers, 
categorized  under  the  safe  driver  plan. 

No  safe  driver  insurance  plan  shall  use  any  records  or  factors 
which  occurred  more  than  three  years  prior  to  the  policy  year 
for  which  an  adjustment  of  insurance  cost  is  reflected. 

The  commissioner  shall  establish  reasonable  rules  to  assure 
that  all  insureds  are  informed  of  any  premium  adjustments,  and 
the  reasons  therefore,  made  as  the  result  of  this  safe  driver 
insurance  plan. 

If  the  method  of  operation  of  any  company  other  than  those 
operating  pursuant  to  the  so-called  American  Agency  System 
results  in  excessive  profits  above  nine  per  cent  return  on  its 
earned  premiums  averaged  over  three  years,  the  commissioner 
shall  order  a  refund  or  dividend  to  current  policyholders  in  the 
amount  of  such  profit  attributable  to  the  difference  between  the 
amount  allowed  for  expenses  including  acquisition  costs  in  the 
rates  for  motor  vehicle  insurance  and  the  company's  actual 
expenses  including  acquisition  costs  incurred  over  the  same 
three  year  period,  provided  such  profits  have  not  been  previous- 
ly returned  to  the  holders  of  policies  issued  by  such  company. 

In  so  fixing  and  establishing  premium  charges  to  be^sed  and 
charged  in  accordance  with  the  provisions  of  this  section,  the 
commissioner  shall  consider,  in  establishing  said  rates,  the 
reduction  of  fraud  achieved  through  the  entity  created  pursuant 
to  section  one  hundred  and  thirteen   H. 

SECTION   12.      The    first    sentence    of    the    second    paragraph    of 
section    113C   of   said   chapter    175,    as    most    recently    amended    by ' 
section    3    of   chapter   707   of  the   acts   of    1975,    is    hereby   further 
amended  by  striking  out,    in   line  1,   the   word    "No"    and    inserting 
in   place  thereof  the  words:-     Except  for  coverages  which  insurers 
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1984  Massachusetts  Private  Passenger  Automobile 
Safe  Driver  Insurance  Plan  Rating  Values 
Summary  of  Recommendations 

The  automobile  insurance  reform  legislation  enacted  in  July 

1983  (c.  241,  St.  1983)  requires  the  Commissioner  of  Insurance  to 

"establish  a  safe  driver  insurance  plan  to  equitably  reflect  the 

driving  records  of  insureds."   Accordingly,  the  Commissioner 

conducted  a  public  hearing  on  August  22,  1983  to  hear  "evidence 

and  testimony  relating  to  the  design  of  a  safe  driver  plan  to  be 

2 
used  in  fixing  and  establishing  automobile  insurance  rates."   At 

that  Hearing,  Howard  Mahler  (Director  of  the  State  Rating  Bureau) 

presented  the  recommendations  of  the  committee  that  had  been 

formed  by  the  Division  of  Insurance  to  investigate  and  evaluate 

different  options  available  to  the  Commissioner  in  the  design  of 

the  Safe  Driver  Insurance  Plan  (SDIP) .   Other  interested  parties 

also  provided  various  suggestions  as  well  as  comments  on  the 

committee's  recommendations.    Subsequently,  on  November  2,  1983 

the  Commissioner's  office  released  an  outline  of  the  "salient 

features"  of  the  198 A  Safe  Driver  Insurance  Plan.   That  outline 

(included  here  in  Appendix  B)  did  not  address  the  numerous 


c.  241  §  11;  see  Appendix  A. 
2July  29,  1983  Notice  of  Hearing. 


3 
Several  interested  groups,  including  the  AG,  the  MARB,  and 

the  SRB  also  provided  additional  written  recommendations  after 

the  Hearing. 

4 
That  outline  was  amended  on  November  29,  1983,  changing  the 
credit  eligibility  of  inexperienced  drivers. 


2 

administrative  and  procedural  details  of  the  plan,  nor  did  it 
provide  the  rating  values,  i.e.,  credit  and  surcharge  amounts. 
The  administrative  and  procedural  questions  presumably  will  be 
resolved  by  a  detailed  regulation.   The  purpose  of  this  filing  is 
to  recommend  rating  values. 

The  analysis  by  the  MARB,  AG,  and  SRB  of  the  Safe  Driver 
Insurance  Plan  identified  several  ratemaking  issues  that  need  to 
be  addressed: 

a)  Surcharge  amounts,  by  point,  for  surcharged  operators, 
given  the  definition  of  points  contained  in  the  SDIP 

b)  The  possible  application  of  a  surcharge  to  the  "no 
credit-no  surcharge"  group  of  drivers  that  is  created 
by  the  SDIP. 

c)  The  magnitude  of  the  percentage  credits  off  PDL 
premiums  for  eligible  "clean"  drivers. 

d)  The  imbalance  of  SDIP  credits  and  surcharges  in 
individual  class-territory  cells  and  possible 
corrective  adjustments  that  could  be  effected. 

e)  The  impact  of  the  SDIP  on  the  Residual  Market  deficit 
and  on  the  provision  in  the  rates  for  that  deficit. 

The  MARB,  SRB,  and  AG  have  discussed  each  of  these  issues  and 

have  reached  a  consensus  on  a  number  of  elements  of  the  actuarial 

analysis.   This  filing  presents  the  MARB's  recommendations  on 

each  issue;  many  of  these  recommendations  will  be  in  accord  with 

the  filings  of  the  AG  and  SRB.   The  MARB's  recommendations  are 

summarized  in  Exhibit  1   and  detailed  in  the  following  comments 

and  the  attached  exhibits. 


Exhibit  1  also  provides  examples  of  the  impact  on  several 
"typical"  drivers  of  the  recommended  SDIP  rating  values. 


Surcharge  amounts 

The  actuarial  analysis  of  surcharge  amounts  for  drivers  with 
"k"  points  essentially  focuses  on  the  question:   "How  much  higher 
is  the  expected  average  claim  frequency  for  drivers  with  "k"  SDIP 
points  than  for  drivers  with  zero  SDIP  points,  and  what  will  be 
the  additional  cost  to  the  insurance  system  of  this  higher 
average  claim  frequency?"   The  surcharge  amounts  are  intended  to 
allocate  to  these  "k  point"  drivers  the  additional  costs  that 
they  generate. 

No  data  presently  exist  that  exactly  mirror  the  Safe  Driver 
Plan  and  provide  the  differential  claim  frequencies  necessary  to 
answer  the  above  question.   However,  due  to  the  many  similarities 
of  the  SDIP  to  the  former  Merit  Rating  System,  the  Merit  Rating 
Board  (MRB)  database  offered  a  source  of  reasonable  proxy 
exposure  and  claim  frequency  data.   The  proxy  data  used  to 
evaluate  appropriate  surcharge  amounts  is  described  in  Appendix  C 
and  Exhibit  8. 

Exhibit  8  also  describes  the  MARB's  analysis  of  this  data, 
to  make  the  data  mirror  as  closely  as  possible  the  SDIP,  and  to 
distinguish  real  claim  frequency  variations  by  SDIP  point  from 
apparent  or  spurious  patterns  of  claim  frequency  differences  from 
one  SDIP  point  level  to  the  next. 

The  identified  claim  frequency  differences  between  the 
various  point  levels  are  converted  in  Exhibit  2  to  surcharge 
amounts  by  applying  to  the  claim  frequency  differences  a  "premium 
per  at-fault  accident"  determined  in  Exhibit  6.   Finally,  the 
indicated  surcharges  are  smoothed  judgmentally  to  produce  the 


recommended  surcharges  by  SDIP  point,  as  displayed  in  Exhibits  1 
and  2. 

Interestingly,  the  AG  and  the  SRB,  beginning  with  the  same 
MRB  data  but  using  different  methods  of  analysis,  have  produced 
similar  surcharge  patterns,  although  with  some  differences  in 
magnitude. 
Treatment  of  "no  credit-no  surcharge"  drivers 

The  SDIP  creates  a  large  class  of  drivers  that  receive 

neither  surcharges  nor  credits.   This  group  of  drivers,  defined 

in  Appendix  B,  typically  is  composed  of: 

drivers  with  one  or  more  surchargeable  incidents  in 
the  three  year  experience  period,  but  no  offenses  in 
the  most  recent  year  or  years; 

drivers  who  have  one  or  more  surchargeable  incidents  in 
the  three  year  experience  period,  but  have  already  paid 
for  those  incidents  under  Merit  Rating; 

inexperienced  (0-3  years)  principal  operators  with  no 
surchargeable  incidents. 

The  treatment  of  these  drivers  may  be  the  most  difficult 

issue  before  the  Commissioner  in  connection  with  SDIP  rating 

values.   The  following  considerations  are  of  importance: 

a)    The  SDIP  proxy  data  provided  by  the  MRB  indicates  that 
the  "no  credit -no  surcharge"  group  of  drivers  has  an 
expected  claim  frequency  significantly  higher  than  the 
statewide  average  claim  frequency  (see  Exhibits  2  and 
8)  and  thus  the  application  of  a  surcharge  to  this 
group  is  justified  actuarially.   MARB's  analysis 
suggests  that  the  indicated  surcharge  above  the 
statewide  average  rate  is  substantial:  $54. 


Other  than  Driving  Under  the  Influence,  Driving  to 
Endanger,  or  Vehicular  Homicide. 

This  is  a  temporary  provision  to  smooth  the  transition  from 
Merit  Rating  to  the  SDIP. 


b)  The  designation  of  this  group  as  a  "no  credit-no 
surcharge"  class  suggests  that  the  intent  is  to  charge 
the  average  rate,  not  a  surcharged  rate,  to  these 
drivers ,  the  actuarial  indications  notwithstanding. 

c)  The  application  of  a  surcharge  to  these  drivers  has  the 
effect  of  creating  a  larger  apparent  credit  for  clean 

.  drivers.   That  is,  the  clean  driver  credit  off  the  "no 
credit-no  surcharge"  premium  may  be  increased;  however, 
because  the  "no  credit-no  surcharge"  premium  also  has 
been  increased,  the  net  rate  paid  by  a  clean  driver 
would  not  be  decreased  nearly  as  much  as  is  suggested 
by  the  change  in  the  apparent  credit.   Exhibit  1  Page  2 
illustrates  the  total  premiums  paid  by  clean  drivers 
(and  by  other  drivers)  under  two  scenarios:  one  in 
which  no  credit-no  surcharge"  drivers  are  not 
surcharged,  and  one  scenario  in  which  these  drivers  are 
surcharged  $54.   Note  that  one  effect  of  creating  a 
larger  apparent  credit  is  that  the  total  cost  of  a 
driver's  first  SDIP  point  --  including  the  loss  of 
credit  and  the  application  of  a  $50  surcharge  --  is 
also  increased. 

d)  The  Attorney  General  may  recommend  that  some  surcharge 
be  imposed  on  "no  credit-no  surcharge"  drivers 
indirectly  by  adjusting  the  PDL  manual  rates  upward. 
The  MARB  has  investigated  such  an  approach  (in  the 
"Hypothetical  Alternative"  SDIP  values  displayed  in 
Exhibit  1  and  elsewhere  in  the  filing)  and  concludes 
that  it  is  unlawful.   St.  1983,  c.  241  §  11  clearly 
states  that  the  SDIP  "shall  reflect  an  aggregate  credit 
to  safe  drivers'  premiums  which  shall  equal  the 
increase  in  aggregate  premiums  to  be  charged  to  those 
not  defined  as  safe  drivers."   If  the  "no  credit-no 
surcharge"  surcharge  is  buried  in  the  PDL  rates ,  then 
the  amounts  identified  as  surcharges  will  not  equal  in 
the  aggregate  the  amounts  identified  as  credits,  and 
thus  will  not  conform  to  the  statue. 

It  is  MARB's  position  that  to  identify  a  group  as  receiving 

no  SDIP  credit  and  no  SDIP  surcharge,  and  then  to  hide  a 

surcharge  in  that  group's  basic  premium,  would  be  deceptive  at 

best  and  unlawful  at  worst.   The  only  two  approaches  that  the 

MARB  considers  acceptable  are: 

Imposing  no  explicit  or  implicit  surcharge  on  the  "no 
credit-no  surcharge"  group  (this  approach  is  identified 
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as  "MARB  Proposal"  in  Exhibit  1  and  elsewhere) , 
charging  that  group  the  average  rate. 

Imposing  an  explicit  surcharge  on  this  group."  This 
approach  is  actuarially  justified  but  would  require  a 
rewording  of  the  SDIP. 

Credit  percentage 

The  credit  percentage  applied  to  the  PDL  premiums  of  clean 
drivers  is  determined  mechanically  after  the  surcharge  amounts 
(above)  are  determined.   This  mechanical  calculation,  depends  on 
estimates  of  the  number  of  exposures  at  the  various  point  levels 
in  1984  (see  Exhibit  9  and  Exhibit  2  page  2)  and  on  the 
projection"  of  a  surcharge  collection  rate  (see  Exhibit  7  and 
Exhibit  2).   Finally,  an  adjustment  is  required  to  determine  a 
credit  percentage  that  applies  to  total  PDL  premium  rather  than 
to  basic  limits  PDL  premium. 

The  MARB  anticipates  little  dispute  about  the  calculation  of 
credits ,  once  the  surcharge  amounts  are  determined  for  the 
"surcharged"  and  "no  credit-no  surcharge"  groups  of  drivers. 
Balancing  the  SDIP  and  PDL  Rates  by  Cell 

Although  the  SDIP  credit  and  surcharge  amounts  paid  in  total 

will  offset  one  another  statewide,  they  may  not  be  offsetting  in 

o 
an  individual  class-territory  cell. 


Q 

The  balancing  of  SDIP  surcharges  and  credits  and  PDL  rates 
by  class  and  territory  will  create  no  credit-no  surcharge"  rates 
that  differ  from  the  average  rates  in  individual  cells,. but  this 
group  will  have  no  statewide  aggregate  surcharge  or  credit  under 
the  MARB  proposal. 

9 

For  example,  in  inexperienced  principal  operator  cells, 
where  surcharges  but  no  credits  apply. 
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The  MARB  (and,  we  understand,  the  AG  and  SRB)  recommends 
that  the  PDL  rates  in  each  cell  be  adjusted  to  produce  the  same 
total  dollars  after  the  SDIP  (including  SD1P  credits  and 
surcharges)  as  would  have  been  generated  in  the  cell  prior  to  the 
SDIP.   Exhibit  3  details  the  MARB's  proposed  algorithm  for  this 
balancing  process. 
Impact  of  the  SDIP  on  the  Residual  Market  Deficit 

The  Safe  Driver  Plan  will  impact  the  total  premiums  paid  by 
policyholders  in  the  Residual  Market,  principally  because 
surcharged  drivers  are  concentrated  in  the  Residual  Market,  while 
"credit"  drivers  are  concentrated  in  the  voluntary  market.   Thus, 
the  SDIP  will  increase  the  Residual  Market  premiums  and  reduce 
the  Residual  Market  deficit. 

Exhibit  4  details  the  estimation  of  the  magnitude  of  this 
effect  (about  $8  million  under  the  MARB  proposal,  or  about  $6  per 
voluntary  policyholder)  and  the  manner  in  which  the  Residual 
Market  loading  component  of  the  rates  should  be  adjusted. 
Conclusion 

It  appears  likely  that  the  parties  will  agree  as  to  the 
appropriate  1984  SDIP  surcharge  amounts  and  as  to  the  substantial 
details  of  the  calculation  of  the  credit  percentage,  the 
balancing  process  by  class  and  territory,  and  the  adjustment  of 
the  Residual  Market  deficit  rate  component.   The  MARB  approach  to 
these  elements  of  the  analysis  is  detailed  in  this  filing,  and 
the  MARB  will  review  and  attempt  to  reconcile  any  different 
approaches  presented  by  the  AG  or  SRB. 


8 

The  most  important  SDIP  rating  decision  before  the 
Commissioner  probably  will  be  the  question  of  whether  to  apply  a 
surcharge  to  the  "no  credit-no  surcharge"  operators.   The  MARB 
recommends  that  no  such  surcharge  be  applied;  the  MARB 
recommendation  is  in  accord  with  the  statute  (St.  1983,  c.  241) 
and  the  apparent  intent  to  designate  a  group  of  drivers  subject 
neither  to  credits  nor  to  surcharges.   Furthermore,  the  MARB 
proposed  approach  yields  reasonable  premium  impacts  for  drivers 
being  charged  their  first  point.   Finally,  however,  if  the  "no 
credit-no  surcharge"  drivers  are  to  be  surcharged,  such 
surcharges  must  be  explicit;  not  hidden  in  the  base  rates. 
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1984  MASSACHUSETTS  PRIVATE  PASSENGER  AUTOMOBILE 
SAFE  DRIVER  INSURANCE  PLAN  RATING  VALUES 
SUMMARY  OF  RECOMMENDATIONS 


I.    Surcharge  Amounts  (Exhibit  2) 

(these  amounts  are  added  to  the 
"no  credit  -  no  surcharge" 
premiums  to  determine  premiums 
for  surcharged  policies) 


SDIP 

MARB 

Hypothetica! 

Points 

Proposal 

Alternative 

1 

$  50 

$  50 

2 

100 

100 

3 

150 

150 

4 

225 

225 

5 

300 

300 

6 

375 

375 

7 

450 

450 

8 

525 

525 

Over  8 

675 

675 

II.  Additional  Surcharge  (above 
the  average  rates)  applied  to 
"no  credit  -  no  surcharge" 
premiums  (Exhibit  2) 

III.  Clean  Driver  Credit  (Exhibit  2) 

Average  Dollar  Amount 
Percentage  of  PDL  Premium 


$0 


$54 


$14 
11.6% 


$922 
52. 3%2 


IV.  Balancing  by  Class-Territory 

MARB  recommends  that  the  final  PDL  premiums  by  class  and  territory  be 
adjusted  so  that  the  total  premium  income  by  class  aud  territory  is  the  same 
after  the  SDIP  (including  SDIP  credits  and  surcharges)  as  before.  The 
recommended  algorithm  is  detailed  in  Exhibit  3. 

V.  Impact  on  the  Residual  Market  Deficit 

MARB  recommends  that  the  Residual  Market  Deficit  loading  in  the  rates  be 
adjusted  to  reflect  any  anticipated  change  in  Residual  Market  premium  due  to 
the  SDIP.   The  recommended  algorithm  is  detailed  in  Exhibit  4. 


Applying  this  surcharge  to  the  "no  credit  -  no  surcharge"  premium  has  the 
effect  of  applying  it  to  every  driver's  premium,  since  all  premiums  are  a 
function  of  the  "no  credit  -  no  surcharge"  premium. 

Assumes  credit  is  a  deduction  from  the  entire  "no  credit  -  no  surcharge" 
premium,  including  the  $54  surcharge. 
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1984  Massachusetts  Private  Passenger  Automobile 

Safe  Driver  Insurance  Plan  Rating  Values 

Summary  of  Recommendations 


Exhibit  1 
Page  2 


- 

Prior  to 

MARB 

Hypothetical 

rerritory 

Class 

Point6 

SD1P  . 

Proposal 

Alternative 

12 

10-15  (Average  rates) 

Credit 

_$127 

114 

94 

0 

("No  Credit-No  Surcharge")" 

127 

129 

198 

1 

127 

179 

248 

2 

- 

127 

229 

298 

1 

10-15  (Low  rates) 

- 

Credit 

82 

74 

63 

0 

("No  Credit-No  Surcharge' 

1 

') 

82 
82 

84 
134 

132 
182 

- 

2 

82 

184 

232 

19 

20-25  (High  rates) 

Credit 

$331 

Not  eligible 

Not 

eligible 

0 

("No  Credit-No  Surcharge' 

1 
2 

) 

331 
331 
331 

320 
370 
420 

320 
370 
420 

rce:   PDL  Premiums  Prior  to  SDIP:  Exhibit  5A  Page  1 
PDL  Premiums  for  "No  Credit-No  Surcharge": 
MARB  Proposal:   Exhibit  5B  Page  1 
Alternative:    Exhibit  5C  Page  1  (includes  $54  surcharge) 

PDL  Premiums  for  "Credit"  Policies  «=  "No  Credit-No  Surcharge" 

premiums  minus  11.6%  (MARB  Proposal)  or  52.3%  (Alternative) 

PDL  Premiums  for  Surcharged  Policies  «  "No  Credit-No  Surcharge" 
premiums  plus  $50  (1  point)  or  $100  (2  points) 
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#1331 


1984  Massachusetts  Private  Passenger  Automobile 
Calculation  of  Clean  Driver  Credits 


Exhibit  2 
Page  2 


1.  PDL  Premium  income  prior  to  SDIP 

a.  Exposures  (Exhibit  9B) 

b.  Average  PDL  Rate  (MARB  filing;  see  Ex.5A  p.l) 

c.  Premium  ■  (a)  x  (b) 

2.  Surcharge  income  for  SDIP  points 

a.  Z (Exposures  x  Proposed  Surcharges) 
from  Exhibit  2  Page  1 

b.  Collection  Rate  (Exhibit  7) 

c.  Collectible  Surcharges  (a)  x  (b) 

3.  Additional  charge  to  be  added  to  all  premiums 

a.  Amount  of  extra  charge  (Ex.2  p.  1) 

b.  Resulting  income  ■*  (a)  x  (la) 

4.  Credit  amount 

a.  Total  income  prior  to  SDIP  (lc) 

b.  Total  income  after  SDIP  (lc)+(2c)+(3b) 

c.  Available  for  credits  (b)  -  (a) 

d.  Credit  exposures  (Ex.2  Page  1) 

e.  Average  credit  amount  off 

"no  credit-no  surcharge"  premium 
(c)/(d) 

f .  Average  PDL  basic  limits  premium  for 
credit  exposures 

($116.85  prior  to  SDIP  (Exhibit  5A  p. 2)) 
plus  (3a) 

g.  Credit  percentage,  if  applied  only  to  PDL 
Basic  Limits  premium  (e)/(f) 


MARB  Proposal 

Alternative 

2727354 

127.57 

347,928,550 

2727354 

127.57 

347,928,550 

27,861,350 

.95 

26,468,282 

27,861,350 

.95 

26,468,282 

0 
0 

$54 
$147277116 

347,928,550 

374,396,832 

26,468,282 

1881339 

$14.07 

347,928,550 

521,673,948 

173,745,398 

1881339 

$92.35 

$116.85 


12.0% 


$170.85 


54.12 
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#1332 


Exhibit  3 
Page  1 


1984  Massachusetts  Private  Passenger  Automobile 
Balancing  the  SDIP  and  PPL  Rates  by  Class-Territory 

After  the  SDIP  surcharge  amounts  and  credit  percentage  are  selected,  the  PDL 
manual  rates  in  each  class-territory  cell  are  adjusted  so  that  the  total  income 
(rates,  plus  surcharges,  less  credits)  in  each  cell  will  be  the  same  as  in  the 
absence  of  the  SDIP.   This  exhibit  describes  the  procedure  to  be  applied- to  each 
class-territory  cell  separately. 

Illustrative  actual  calculations  according  to  this  procedure  are  reflected  in 
Exhibit  5B  pp.  1-2  (using  12%  credit)  and  Exhibit  5C  pp.  1-2  (using  54%  credit). 
The  numerical  effects  of  the  calculation  are  dependent  on  the  selected  surcharge 
and  credit  amounts  and  the  PDL  rates.   Therefore,  these  calculations  will  have  to 
be  performed  with  the  appropriate  parameters  from  the  Commissioner's  Decision. 

Also,  the  Residual  Market  deficit  adjustment  described  in  Exhibit  4  may 
impact  the  balanced  achieved  by  the  process  described  in  Exhibit  3,  so  that 
several  iterations  of  the  Exhibit  3  and  Exhibit  4  procedures  may  be  required  for 
the  adjustments  to  converge.   Only  the  first  iterations  is  illustrated  in  this 
filing. 

Notation: 

E    denotes  total  market  exposures,  by  surcharge  level,  in  a  single 
class-territory  cell  (Exhibit  9A) 

E    denotes  total  exposures  in  the  class-territory  cell  «=  ^E 

s  . 

s  *  -1  denotes  credit  exposures 

0  denotes  "no  credit-no  surcharge"  exposures 
>1  (by  number)  denotes  surcharge  exposures 

S    denotes  selected  surcharge  amounts,  by  point  (Exhibit  2  Page  1) 

6 

s 


1 

50 

2 

100 

3 

150 

4 

225 

5 

300 

6 

375 

7 

450 

8 

525 

Over  8 

675 

denotes  the  credit  percentage,  expressed  as  a  percentage  of  PDL  basic 
limits  rate 

MARB  Proposal:   C  «=  12% 

Alternative   :   C  ■=  54% 
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Exhibit  3 
Page  2 


P    denotes  the  anticipated  collection  rate  on  billed  surcharges.  P  =  .95 
(Exhibit  7). 

OR   denotes  the  PDL  rate  in  the  class-territory  cell,  prior  to  this 
balancing  process.  (Exhibit  5A  (based  on  1984  MARB  filing)) 

NR   denotes  the  balanced  PDL  rate  in  the  class-territory  cell. 

All  the  above  quantities  are  known,  except  NR.   Solve  for  NR  to  satisfy  the 
following  equality: 

Old  Premium  «=  New  Premium 

E  x  OR  «=  (Ex  NR) 

-  (E   x  NR  x  C) 

+  (Z     (E  x  S  x  P)) 
s>0   s    s 


NR  x  (E  -  (C  x  E  ,))  =  (E  x  OR)  -  (Z   _  (E  x  S  x  P)) 

— 1  s>U   s    s 


(E  x  OR)  -  (I  ,.  (E  x  S  x  P)) 
NK         (E  -  (C  x  E  )) 


The  resulting  rates  (NR)  are  shown  in  Exhibit  5B  page  1  (based  on  the  12% 
credit)  and  in  Exhibit  5C  page  1  (based  on  the  54%  credit).  The  differences 
between  the  balanced  PDL  rates  (NR)  and  the  PDL  rate  prior  to  balancing  (OR) ,  by 
class  and  territory,  are  shown  in  Exhibit  5B  Page  2  and  Exhibit  5C  Page  2.  The 
adjusted  rates  in  Exhibit  5C  include  the  $54  surcharge  indicated  by  the 
"alternative"  proposal  (see  Exhibit  1). 
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#1335  Exhibit  4 

1984  Massachusetts  Private  Passenger  Automobile 
Calculating  the  Impact  of  the  SDIP  on  the  Residual  Market  Deficit 

The  Safe  Driver  Insurance  Plan  will  have  two  impacts  on  the 
total  premiums  paid  by  the  population  of  Residual  Market  policy- 
holders, and  thus  on  the  Residual  Market  Deficit.  This  Residual 
Market  Deficit  is  a  separately  identified  component  of  the  total 
market  loss  pure  premium  (MARB  8/12/83  filing,  Section  100A)  and 
is  loaded  "flat"  in  the  class-territory  rate  calculations. 
Therefore,  a  change  in  the  estimated  amount  of  this  deficit  will 
affect  class-territory  rate  calculations  (but  have  no  rate  level 
effect) . 

The  two  SDIP  impacts  on  total  Residual  Market  premiums  are: 
first,  the  Residual  Market  includes  relatively  more  surcharged 
drivers  and  relatively  fewer  "clean"  drivers  than  does  the  total 
market,  so  that  residual  market  premiums  will  be  increased  by  the 
amount  of  surcharge  income  less  credit  allowances  to  Residual 
Market  policyholders;  second,  the  balancing  of  PDL  rates  by  class 
and  territory  (Exhibit  3)  may  change  the  average  PDL  rate  paid  by 
Residual  Market  policyholders. 

Exhibit  4a  illustrates  the  method  of  quantifying  this 

2 
effect.   The  basic  procedure  is  to  calculate  total  Residual 


In  the  past,  MARB  has  recommended  that  this  loading  vary  by 
territory  and  class.   St.  1983,  c.  241  §10  now  mandates  the  flat 
loading  which  the  Commissioner  has  used,  and  the  MARB  opposed,  in 
recent  years. 

2 
The  changes  in  class-territory  rates  produced  by  this 

(Footnote  Continued) 
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Market  PDL  premium  before  the  Safe  Driver  Plan  (Exhibit  4a  line 
(lc))  and  the  total  Residual  Market  PDL  premium  after  the  SD1P, 
including  the  effects  of  surcharges  and  credits.  (Exhibit  Aa  line 
(2h)).   The  difference  (Exhibit  Aa  line  3a))  is  the  reduction  in 
the  Residual  Market  Deficit  due  to  the  SDIP. 

On  the  remaining  lines  of  Exhibit  Aa,  the  impact  of  this 
reduction  on  the  pure  premium  rate  components  for  all  coverages 
and  for  PDL  specifically  is  shown. 

These  revised  rate  components  would  be  used  to  recalculate 
the  PDL  rates  by  class  and  territory. 


(Footnote  Continued) 

adjustment  of  the  Facility  Deficit  require  a  second  iteration  of 
the  balancing  process  described  in  Exhibit  3,  which  in  turn 
further  affects  the  Facility  Deficit.   Several  iterations  of  the 
calculations  and  adjustments  described  in  Exhibits  3  and  A  may  be 
required  for  the  adjustments  to  converge. 

3 
This  effect  varies  according  to  whether  the  MARB  proposal  or 

an  alternative  proposal  of  surcharges  and  credits  is  adopted,  and 

also  depends  on  the  Commissioner's  rate  components.   Thus,  the 

calculations  presented  in  Exhibits  A  are  illustrative  of  the 

MARB's  proposed  methodology  but  will  have  to  be  prepared  again 

with  the  Commissioner's  Decision  parameters. 

A  similar  effect  would  be  applied  to  the  components  of  all 
coverages . 


#1354 
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1984  Massachusetts  Private  Passenger  Automobile 
Calculating  the  Impact  of  the  SDIP  on  the  Residual  Market  Deficit 


Exhibit  4a 


First  Iteration 

(1)  Residual  Mkt.  Premium  prior  to  SDIP 

(a)  Residual  Mkt.  exposures  (Ex.  10D) 

(b)  Avg.  PDL  rate,  prior  to  SDIP,  on 
Residual  Market  exposures  (Ex.  5A,  p.  3) 

(c)  Residual  Mkt.  PDL  premium  prior  to  SDIP 
(a)x(b) 


MARB  Proposal 

Alternative 

1269293 
143.13 

1269293 
143.13 

181673907 

181673907 

(2)  Residual  Mkt.  Premium  after  SDIP 

(a)  Avg.  PDL  rate,  after  balancing  for 
SDIP,  on  Residual  Market  exposures 
(Ex.  5B,  5C,  p. 4) 

(b)  Residual  Mkt.  PDL  premium  (la)x(2a) 

(c)  SDIP  credit  Residual  Market  exposures 
^Ex.  10A) 

(d)  Avg.  PDL  rate,  after  balancing  for  SDIP, 
on  SDIP  credit  Residual  Mkt.  exposures 
(Ex.  5B,  5C,  p.  5) 

(e)  Clean  driver  credit,  expressed  as  a 
percentage  of  PDL  basic  limits  rate 
(Ex.  2,  page  1) 

(f)  Clean  driver  credit  dollars 
=(c)x(d)x(e) 

(g)  Residual  Mkt.  SDIP  surcharge  income 
(Exhibit  4b) 

(h)  Total  Residual  Mkt.  PDL  Premium  after 
SDIP 
(b)-(f)+(g) 

(3)  Impact  of  SDIP  on  Residual  Mkt.  Deficit 

(a)  Change  in  Residual  Mkt.  PDL  premium 
due  to  SDIP  (2h)-(lc) 

(b)  Total  Residual  Mkt.  deficit  loading 
prior  to  SDIP  (Exhibit  4c) 

(c)  Impact  of  SDIP  on  Residual  Mkt.  Deficit 
1.0-(a)/(b) 

(d)  Average  Deficit  loading  prior  to  SDIP 
(Exhibit  4c) 

(e)  Average  Deficit  loading  after  SDIP 
(c)x(d) 

(f)  PDL  rate  components  before  SDIP  (Form  100) 

i.  Total  Market 
11.  Residual  Market 
iii.  Voluntary  Market  (i)-(ii) 

(g)  PDL  rate  components  after  SDIP 

i.  Total  Market  «  (f.i.) 
ii.  Residual  Market  «  (f.ii.)x(c) 
iii.  Voluntary  Market  «  (i)-(ii) 


142.28 


180595008 
696095 

125.39 


12% 

10474002 
19868561 
189989567 


197.94 


251243856 
696095~ 

186.54 


54% 

70118763 
19868561 
200993654 


8315660 

19319747 

172866111 

172866111 

.952 

.888 

118.56 

118.56 

112.87 

105.28 

84.33 

84.33 

20.53 

20.53 

63.80 

63.80 

84.33 

84.33 

19.54 

18.23 

64.79 

66.10 
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Exhibit  4b 


1984  Massachusetts  Private  Passenger 
Estimated  Residual  Market  SDIP  Income 


- 

Estimated  Residual 

- 

Market  Exposure 

Surcharge 

Amount 

Points 

(Exhibit  10) 

(Exhibit  2 
50 

Page  1) 

1 

87827 

■  - 

2 

76271 

100 

3 

15340 

150 

4 

11636 

225 

5 

4403 

300 

6 

2413 

375 

7 

1066 

450 

8 

885 

525 

Over  8 

1195 

675 

Total  potential  Residua]  Market  SDIP  Surchange  Income    20914275 
Collection  Rate  (Exhibit  7)  .95 

Estimated  Residual  Market  SDIP  Surcharge  Income         19868561 
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#1337 


Exhibit  Ac 


1984  Massachusetts  Private  Passenger  Automobile 
Calculation  of  Residual  Market  Deficit  Loading  Prior  to  SDIP 


Coverage 

A-l 

A-2 

B,  basic 

B,  incr  (.897) 

PDL,  basic 

PDL,  incr  (.040) 

Collision 

Ltd.  Collision 

D 

Comprehensive 

U 


Total  Deficit  Loading  (MARB  Filing) 

Average  Deficit  Loading 
(172866111/1458103.5) 


Residual  Market 

Voluntary  Exposures** 

Deficit  Pure  Premium* 

1458103.5 

18.21 

1372155.7 

3.45 

1458103.5 

4.06 

1194332.6** 

19.98 

1458103.5 

20.53 

1309960.2** 

.82 

849263.0 

35.76 

180861.1 

1.28 

763908.3 

2.95 

1096783.2 

34.81 

1458103.5 

6.69 

Filing) 

$172866111 

118.56 


*  Voluntary  market  exposures  are  from  MARB  Filing,  Section  100A. 

Residual  market  deficit  pure  premium  is  from  MARB  Filing  Form  100. 

Voluntary  exposures  are  used  because  the  Residual  Market  loading  is 

expressed  as  an  amount  per  voluntary  exposure  (see  MARB  8/12/83  filing,  p.  23). 

**  Percentages  of  basic  limits  exposures,  based  on  Data  Base  Reference  02V. 
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Exhibit  5 


1984  Massachusetts  Private  Passenger  Automobile 
Calculation  of  Various  PDL  Rates 
Based  on  MARB  Filing  Parameters 


Exhibit  5A 


PDL  Rates  Prior  -to  SDIP 


page  1    Averaged  over  total  exposures 

page  2    Averaged  over  Total  Market  SDIP  credit  exposures 

page  3    Averaged  over  Residual  Market  exposures 


Exhibit  5B 


page  1 

page  2 

page  3 

page  A 

page  5 

Exhibit  5C 


page  1 
page  2 
page  3 
page  A 
page  5 


PDL  Rates  After  Balancing  for  SDIP 

(Iteration  //l;  using  MARB  proposed  surcharges  and  credits) 

Averaged  over  total  exposures 

Impact  of  balancing,  by  cell  (Ex.  5B  page  1  minus  5A  page  1) 

Averaged  over  Total  Market  SDIP  credit  exposures 

Averaged  over  Residual  Market  exposures 

Averaged  over  Residual  Market  SDIP  credit  exposures 

PDL  Rates  After  Balancing  for  SDIP 

(Iteration  #1;  using  Alternative  surcharges  and  credits) 

Averaged  over  total  exposures 

Impact  of  balancing,  by  cell  (Ex.  5C  page  1  minus  5A  page  1) 

Averaged  over  Total  Market  SDIP  credit  exposures 

Averaged  over  Residual  Market  exposures 

Averaged  over  Residual  Market  SDIP  credit  exposures 


/ 


21 


COl 

Wl 

HI 

%r\ 

<l 

CM 

CC  1 

^1 

I 

*4 

o 

St  1 

Ol 

CM 

00  1 

ON  1 

•— <  1 

Ol 

1 

CO 

W  1 

H 

^H 

(Ol 

o4 

Ol 

<3 

(Xll 

t^ 

O! 

oil 

CU  I 

Exhibit  5A 
Page   1 

otf  u       c\NNNHeo^H^Nino\NHHnvom4iAN«rt\onno       r*. 

H  <  

MCtf       nnconNffv^ocoinonoiftnoNOHooiriH^on^o       r^. 
oi  w    -oN©o«-*»-<«-icMmo<n«tf«3"»r\invosoroso«'~>»r»coOf««.*A<©ON       cm 

W    < 

H 


©       ooiri^HeoooNONifKNnNiCN^tnvOHNn^N^n       «3- 

CO  IrtN^nNHinNOON^  «d"   On  OCMCO©.3-.-«mmON©ON©©  vO 

•       ••••••••••••••••••••••••a  • 


sO  KtCOi^invOHlftONON\OlftvDN\tinONNh.NinHONHOOON  «-* 

cm        ^o©cMOO«3-o>»-*r>.cocMr^cMCOtncor^ir>.3-r^«-«©ON«d-NO  ^ 

«-«        in*oiriwOH\Dift4NKNi/NineoooOHiftrNHO<o\Nfs  r>» 

CM  CNtOONffiOOHNNHnfT*^(OHlftst<fNOvOn^OI3  O 

HHHHHNNNNNNNNNNNNMNNNfnNNNM  CM 


cMmoooNOCMONONOroONi/%inoNO>o<-ONmsj-»*ON.  vococmon  o> 

ONNNonNeoHcnN^cnONONCvtONnN^Hf" «  ©  »r\  «-h  cm 

•     •••••••••••••••••••••••a*  • 

o>NONovNnHvD|^'*OHriHnNO|AHffioooinrs(DCO  en 

N^invOvooooNOHHHNNnn\tHnnNmiri4Nnift  on 

(MNNNMcsicsnnnnnnnnnrinnrinMin^pNn  cm 


r^t-«eMONCMrHONO*AONCO<J-COOOOOCMONCOONONr^.sOf<«ON^-(  «tf- 

ONCMcor-»«ncM«-HOCMr^cor^cMr^©ON»i-vo»-<vo»ncnr^©mr^  en 

•     •••••••••••••••••••••••a*  • 

\©vO«^r>-f^u^,^c©Nomrncnooint— lOONOONinooNCMmunco  en 

nstiftifM/NvDM^coooooavONO'- <cMr-»i— toomu^cM©^^  r*. 

HHHi-IHHHHHHHHHeSNNHNNNNNNNNCM  «-• 


r»n^o*ONn^o^o«*NinNHOv4«J»«joconNo>ON  *o 

soinoNco^oONcotAONOcomr^f^oorncM  on  n  «— c«o  cm  oo  in  *o  cm 

r*.^^ONoocoooooN«-cr<*oocMONOoocM^HCO»no©»H*d"vo«r>c*i  en 

oooOHHnn<'»c,r>,r>NNONO\HinoNO>ONN«*Hooon  •* 

.^CMCMCMCMCMCMCMCMCMCMCMCMCMCMcneMCMCMCMCncncnCMfOCn  <M 


tr>  r^ocnooCMmcMCMo^-Or^^or^ovfrxr^ro^or^r^u^cMCM  o 

•-I  NtNvD^iAst-tNOOvDinrivtlANrHNHUMA^NfOvtON  © 

I               •• •••••••••••••••••••  • 

©  M00<-4v0«O^N0\00r«NONC04'O^NinrHiO«4'0Ae000«-l  © 

•h  eocooNONCAOOOHHHMrnrt^mH^^nooMnn^s  «-i 


eo  • 

to  ><  O 

<  OS  i> 

^  O  < 
©  HHNn^m«oNeooNOHNn<<t'iAvDNCooNOHNn<(tino 

M  HHHHHHHH^HNMrNlNCMNrN)            CO 

OS  CO 

BJ  < 

w  *J 

H  O 


22 


Exhibit   5 A 
Page  2 


erf  w 

o  o 

H  < 

M  Ctf 

OS  W 

erf  > 

W  < 

H 


o\  n  oo  «a  vf  «n  «*  o,  "">  <* 

ONNO\r»OCO^HvO 


•rt<*NC0fvnOnHHirt\0OH00in 
©r^.-ioescocooN\oosoocN«-to«-* 


r»«jconNa3nixvo<!tvDfn<MnH(sHooiftNOv^ifttftov 

COON^OOOHHNNNncn«}(/MnNiAir>^|sONO«*'rtN 


oo 


© 


CO 

w 

oS 

CO 

o 

X 

w 


NO 

CM 

I 
cm 


mNONPlNHlTlNOON4«*ONONCOO«*Hminff»OONOO  ITS 

•       ••••••••'••••••••••••••••a  • 

coON^ONf^co<tONinoo^ONCN\o^<*ONOOvOin<i-otncoo  so 

o\  on  ©  ©  o  »-«  »-i  «— iNNNNcnrist^HNt^ninrsinnstvO  *-< 


\teo^|^»OHino\^»oi^<o  N.<  Ift  o<  CS  N  N  <A  •- I  On  ^H  O  CO  ON  o 

«-»vOOCNOO«*<^>«— ir»-cocMr»cMcomcor>.m<i-r>»»-<oON«d-vo  r^ 

•     ••••••••••••••••••••••••a  • 

lft>OlAHOHvOlft^NOONiriinoOO(OHlA(r|p. 1   O   st   ON   N   r»  f* 

(DMD0NO*OO'- iNNHc,1M,it^vOHiri«J,4,t>»O(Dnirl00  O 


W 
OS 

o 

Q 

w 
H 

cc 
o 

w 

CO 

w 
H 

< 

OS 

-5 

a, 

Q 
td 
CO 
O 

a. 
o 

OS 

Pw 


m 

CM 

1 
o 

CM 


CO 


NnoOO>ONO^ffiO(nOMnmO\ff>OstCM,0^\t^vO<ON 

o^cst^ocor>-co^cocNi<frrooNOi^s©<tONC'N.r>-ON«--<.— <©in 


on 


o 
o 


ovN^ONNnH»cin«jOHn'- 1  ro  cm  o  m  «— 1  caooo  m  s  >d  to 
M«JiAvOvo(00>OHHHNNnri^Hfn(ONmin^Nniri 


fvMMONCMHvOvO^ONOOvtrn 

ONCNcor^mcN«-tocNr^.oor*cs 


OOC0N^030NCh|^v0r^(^<- ( 

sOON^iOHvomciNOiriN 


I 

o 


vD»DHNNiflHCOvD(nnciootnHOo\Ocv'flooNNniAco 

nstiAiriirtvONSOOOOWOvONOHNNHOOn^^OH-J 
HHHHHHHHHHHHHNNNiINNNNCMMNNN 


r»n«3'cnONninocTio<Mmr«.<HONNt'^oo<tfocOfONO\ff\ 

VO    inCAOO-^OONfOtACAOOOlAfsNOOnNCiNHvD    OICO»T>vO 
NH0\C000OC0OVH(vC0NCAo°0<v'HWir>oOHNtv0lrt'rt 

OOOOHHnMNtvO^^MV^CAHtriONChONN^HOOOPI 
HMNNCslNNNNNNMCMNNnNNNN  m  <n  n  N  n   H 


hiOfOvOvoNnNN«d,ors.NjoNvo^r«»Nr»\ONNin«N 
NOOHsDsOHrvONOONr^soNco^o^NiAistrtst^oocOiH 

WUJffilM7\OOOHHHNrlM<fiAH<f^    CO  \0  ON   UO  CO  S*    r*» 


CO 

CO 


nO 

ON 

• 

CO 

St 

01 


CN 
ON 

• 

ON 

o 


CO 

CO  p« 

<    OS 

♦J  o 

M 

OS 

os 

w 

H 


Hc<(nNtiA\DNeooNO^ 


cNco<t«r>xor*»cooNO^HCNco<t»rkvo 

hhhhhh^hNNNNNNM 


• 

o 

< 

CO 

CO 

< 
-J 

u 


Exhibit    5 A 
Page   3 


23 


O 
cm 

a; 
En 


x3 
CO 

U3 


•*: 

to 

o 
a, 
*: 

cc 

jm 


o 
co 


uor^o.*o>iocococotf>C"-.a-r^CNco»Mr*'COCOCN»ncNr'»cor>»ff» 
4ncNOic>*oa>a>r,»ma>«-ic^aoc'oo»ocN»-»r*0>a>o>oii>jcooo 

©  *-i  cm  cn  cm  co  co  ,=r  *r>  j-  in  in  j)  <o  id  r>  coi0U>i0xomo  to  o> 


CO 

CO 


C04/0.=rTMCOOOTOCNl/">.=rCNCOCNlOr» 

lOCMOTraWHinCMBN^tfOlOvNCO 


d-JOto^r*-co.=rcN  .=]■  co 


OT    OT  O    O    O  «H    «H 


o>inninoi(vir)H^iTioo(Di/)^oinno 


CN 

co 


to 

-o 

CM 


^3 

a: 

CO 
•H 

*3 

Jt 

<0 
ri 

ao 


U} 

CO 
Co 
CX. 
<0 

a:' 

CX, 


x> 

CN 
I 

tH 
CM 


CM 

I  . 

O 

CM 


CO 


^■co»niniDT-«ioc7»a>iOinvDCMJt.naicMr^r»tOTHC7iT-(o  coot 

rl   (£0    CMOOd"OT»-«r^COCMr^    CM  CO   O0    coc^.n.a-r-'^MOOT.s-iO 
inUJi/JrHCtHlOU-)^    N    X   CV   ^    J)  00    O     CO*McOCO»HO.=rOTCNr*» 

ijor-co   3i3ioorHMMHnn*^^riintftf>oioninoo 

H    H  H    H    rt  N    M    >V   >N    W    ,N   N    M    CM  M    CN    IN  CM    CN   CS  CM    (O    .M  CM    N    M 


CMCOCOOTOCMOTOTOrOOTinwOOTOTOJ-OTCO^-^- 

OTCMr^ococ^coTHcocNcj-coOTOC^ioa-OTcor^OT 


OT    vO   00    CN    OT 

r-t  «h  o  uo  »h 


OTC^-OT  OT  t*»  CO  «H  lO  lO  J  OH  n  HPJ  ^  O  U0  tM  OT  O  33  ;/)>  lO  SO 
CN^-'-O  .O  lO  CO  OTOT-«T-(T-(CMCMCOrOJ-  H  .■«)  CO  CN  ^  irt  ^  CN  CO  ifl 
CNrNCNCNCNCNCNCOCO-OCOrOCOCOCOCOrOcOCOCOCOCOCOCOCOCO 


r^»-(CMOTCN»-«U5iDi-r>OTCOd-OOOOaoCNOTaOOTOTr*lDr^-OT 
OTCNCOC^;nCMTMOCNr^aor»»CNC>OOT.=f-vOi-ilOi/OCOr^OJO 


co  to  r-i   c*  c*»  »/> 
CO  &  wO  jo  JO  %o 


CO  «D  CO  CO  CO  30 

r*»  co  co  oo  ot  OT 


U0  tH  O  OTOOTiOOOTCMCOiOOO 
OTHCNC^T-tOOCOJ^CMOTH^t 
CMCMCMtHCMCMCMCMCNCMCMCMCM 


o 
o 

CM 


co 

30 

• 

CO 

OT 

CM 


CO 


JO 


t^  cod-  cnciro^ocnodNi) 
to  jo  ot   co  j-  o  ot  co  tn  ot  o  ao  lo 


*m   OT    .d  d-    00   J*  O    30   CO  CM    OT   OT 

r*oococNonr»HjDrNaJ)iD 


JO 

o 


r^r-tOTcocooaoOT^Hr^aJCMOTOcocMTHaOinoo^d-^mro 
ao  o  o  »-«»Hrocod-.ouownr>r»OTOTTH^>OTO,>a>CMd-'-«30oco 

HCNrNCNNCNCNCNCNCNCNCNCNCNCNCOCNCNtNWCOCOCOCNCOCO 


r^ocotoiocNcocMiN^-or-d-  ;ooio.=f-r^r»»r^a>r"»r"»JOCNCN 

4,MO(Ol/)*rt>00*J).,Od-mfr(NrtiOifld'CNC03'(n 

CNeo^HJOtDT-tf-OTcor^r^^cNaod-od-CNtAroind-OTcoao^H- 
co=oo>a>o>ooo*Hi«-i^icMcocoitin»-<d-d'Co"',x)OT»ncojrt>' 


CN 
CO 

it 

CN 


ao 

JO 


CO 
CO 

Co 


>M 

<o 

5m 

a: 

Em 


h  cmco  ;ar  m  to  c*»  co  o>  Othcnco  .sr  jo  u>  r»  ao 


OT  O  H  CM  CO  j-   in  ;o 

HWNCNWNNCN 


CO 

*5 

CO 
CO 

CO 


Exhibit  5B 
Page    1 


24 


co 

43 

a: 

43 

43 

a; 

43 


a: 
a; 

«*3 


43 
CO 

a: 

43 


o  c^tf  io  ioj  m  o  «-•  r—  j)«o  m  oo  ^  p-  u)  id  n  n  «c  en  co  co  *-«  en 

tn  u)  i)  o  cm  oo  o>  3-a)  n  r>iNO   aooinoooNStDicortntn 

^  hc*.  ro  cMco  n  3)siocntncN(0(OHcnMH>nincMoor>a)i/) 

en  o  o  wi  *-i  r-t  cm  woo  «  d-  in  intor-CMiOtoincoT-«r«>ina>cn 


CO 
CM 


o 

o  in  co  en  o  cm  o   wc^  w  rotfl  h   d-OHcocnr*d,r»)U)d,Hd-in 

CO 

n  41  en  o  w  en  w  ocn  o  co  J5  cv   com  onoocncMSinHaBinn 

iooco«-«cn.d"io*-<r^ior^cM*o   ao  co  oo  o  «h 

Cn    OO    r-«    O  rH    r-«    CM  CM    CM    CM  CO    CO    CO   *    *    CM  * 


CM    30    S    O    MJ1    00   -O 
J-    (O   J)    00    J)C>    tf    lO 


00 


oo 


U3 
CM 
I 
»H 
CM 


in 

CM 

I 

o 
cm 


»h  en  co  r^  cm  *  r^ 
oo  o  cx>  in  o  cm  oo 


in  en  c-   x>  h  ix>   a)>rt.Tr*d,>u)o5r^cn«flJi 


cMOrHL0r^r-CM^'r-«cnincMJt   eoinincMT-4«-«.nr-r-coocoin 
cor^oo   <o  cocn  o   h^  ri  n<n  ro   jj-3-«n»-<in.3-cor"»0;oco.nao 

H    HH    r(    Hrl    (N     M  CM    M    M  N   CM     CM  .M    M    CM  CM    S    C^    CM    ^    CM  CM    CM   C>( 


SO 
CM 

• 

O 
CM 


cm  *  o  r*»  r»  »n  in  r-  r*  r*- 

oo  ^  d  r*  cm  co  ro  r*  en  o 


so  so  *  jiJit^cMj-r^r^or^cM^nr^J- 

CMvD   >     HH00?)CMrlJ)X013)OJ)3 


tnr-'CMOo.a-ror-.or-ro.n.o   cM^-ir-iaoooocnovOococo 

H  CMrf    i/)   i)(fl    >    »C«    01    OlO   O    T-«T-tCMCOCMCMr-«r0inc»3*-tCMJ- 

CM   CM  CM    CM    N  CM    CM    M  CM    CM    CM  n    ?)     CO  CO    W    CM  fl    CO    ."»)    ."O    CO    ."O  «    CO   CO 


m 

CM 


43 


^3 

a: 
Co 

CM 


*0 
43 
5-« 

*: 

«a 

a, 

43 

«0 


oo 


0(0»oo>jj)inHO   x  co  co  coHcncMncMjvOHoo.NtnrM 

ai  on  h  j  ^  to  co  r^  co  in  r»  r--  <oiDincn.-oo(M4,d,cnt^u)> 

tf  hO)  cm  o>  ?   o  o  en  in  ao  *  cn^>co=OH>a)d-coco*J)eo 

cocod'inmini)[Nat^>x(n  c«3h>ooj)cm>dcmoh(0 

*-<T-tiH    rtrlH    r(    r-1  rH    r-t    t-<  ,-(    ,-<  H  CM    MHCMCMHCMCM^CM    CMCM 


CM 

to 


*  o  co  o  r-  *h  *   en  in  r-   ro  *o  co    ao  «-« 

lONOinxojjmM^HCMO  o  »-« 


•nos^io^Hxcfltoto 
>  en  j  ^  to  co  J)  o  in  en  co 


i 

o 


inrttocMHCMCMH><oj-j'o   xMO»nn3)ricn>»en>,o 
ocnoHricMcotfniOJJNo   xcnH^^ox.-oinrooioco 

HHCMCMeMCMMCMCMCMCMrMCM    CMCMCOCMCMCOCMCOCOCOCMCOrO 


cn  x  rt  n  d-  cm  h  *  cm  en  id  co  r-  .n  ;m  en  j  jd  oo  co  jj  r*  r»  ao  cm  »n 

O   CO  O    CM   *  r-t    O    tf>  *    r-«    r»  *   in    CMOCaOvOCMCMaOCMfOtf)    00   uD 

^  oo  cm  m*- cm  oo  ocn  en  xcnjiH^d'd,ro»encnH>CMeo» 
oxcflcncnoOriHWrtcMco  **^>«-i.=r.=i-co«i>oa>*»nr*' 


CO 

.n 

• 
30 
CO 
CM 


in 


/ 


«0 
CO 

Co 


a: 

5-1 

H 

a: 

43 


hcmp)  *  mto  >  ao  en  o  «-<  cm  co  *  in  uo  r*  ao 


cnor-i  jn  co*  *n  j> 

HCM   CM    CM  CMCM    CMCM 


^: 
co 

CO 

•o. 
Co 


25 


Exhibit  5B 
Page  2 


to 

43 

'< 

a, 

CO 

o 
a. 


•*:  ^o 

cm  *JC 

h  *: 

ft:  co 

ft;  ^ 

£«3  *5 


o 

CO 


CM 


o  moo  u:  ui  j  j-  h  a-  m  o^>for*»cod"Or-»a>r^tna-t^co»o> 
ao  co  co   a>js-»»nr*'T-«c^4nooar>d-mcMvDro.a"T-«t,»>d-r^c»3d-oo 


cD 

O 


-Hi  I        I        I         I        I        I 


|  *-«     T-t 


CMI 


ro  »D  r*  co  rf  j* 


CNO^00MWHWifl>J>?)aCM33'3>d,HOipf|)O3>OCJ  cD 

«••  ••••••  ••••••••••  •••••••    • 

MHH    HHH    HH   CN    M    HD    P)    NM    ?)r(H    W    H«-J»    >  W   ifl    A  CM 


CO    CT>  CM     00   3,>    003    o    oi     <X>  _")    UD    c£>    »     »   J)    3    CO     JO  ./>    <J»    .3   »H   r»    O 

w  mn   coor^omo  id  n  u>  .*n  >o  co  *h  th  o  ao  o^-  co  an  h  3 


<h    cm  cD  co  d-  co  co  j '  ^t   co  co  ro    *-«  «-i  cm  u">  jo 
CM    I   I   I   I   I   I   I   I   I   I   I      I   I   I   I   I 


CT>  -O    CM 
I      I 


J1 
CO 

CO 


CM 
I 

o 

CM 


ocnco    wr,)>jrMnu)(0>H03fO:Nm 
«hcdco   no  »  in  J  n  h   cN>DMCfij)f^Hf* 


cm  3  n  i)  ii        oo 

CM    CM   O    00    iH  kD 


C^ 


CO 


X    35    »    »    > 


I         I       I        I        I        I 


^»^oocMOCM-OT-«an«Hr*»cor>»CM»n 

*Ht-(*-<.-<*-<CMCM:M«-<«-<t-<t-<I        I         i-<t-<t-< 

l      I     I     I      I     I      l     l     l     1     I     I  ill 


00  r*003H.O>r(rt3CnO^OMJ)J)OJjmjD3.Mn'J3Dl  d- 

tH  O»-(J-cDOr^30CMLf>ZTC0Cr>c0C0C0C0inc0r-«iJ-»-«OCMJ>Oa>  rH 


CO 

CM 


cMa>cr>;r>r*-r>'Cor,*.nd-   »?fOiOiO?)mMM20Ni/)H 
I     I    I      I     1     I     1     1     1     1      I    1     I     I     I     I     1     I     I     I    I 


CT> 


CO 

^3 

tM 

"^ 

C* 
*3 
r« 

CO 

-^ 


co  co  r-t  o)  cn  .n  h  h  j  co  h  j  x  <j>3  3  .=!■  .*  »o  ao  «n  "  ro  ./>  r»  C"-  vO 
on?>  co  co  o  co  r^  co  %D  cr>  3  .st-  co  co  «H^cDd-  cocm  ao  *h  c*  co  co 


CMO-.D    lD(fi  »   vD>  J    J"    ?)H 
I        rHl        I       I       I       I       I       I        I        I 

I 


CM  CD    CNCMCN(J)HHr»(OH3l 
I       I        I       I       I  I       H    H   .N  H 


>n  CM»a>J^300J3CMO^>OJ)CO^>J>rOOJ,»<-l\DOOOCOOr^ 

H  ^HJ>J)X>XJIJHHXCM     »30>nH(j£)n     xnn3> 

1  •••••••••••••••••••••••••• 

O  r-l                                                        H    CM    H  N   fl    iN  N    J          rt    ?)    H  J    (O    00  *   m    U> 


3 

r* 


/ 


CO 
C0>i 

«o  co 

Co  Em 

i*3 


H  NO    d-<i">cOf—   ao;r>OT-< 


CM    CO    :*  .O    J3  tx   X    Ol    OH 
t-I    r-l    *-<  t-I    HHH    H    CNCN 


cm  co  3  *n  10 

CM  CM  CM  CM  CM 


CO 

CO 
CO 

Co 


26 


Exhibit  5B 
Page   3 


«3 

-*: 

33 

o 
>< 


*3 


>*e 

-c  -o 

d- 

3- 

o> 

»-« 

30 

CM 

J) 

o> 

o 

Jh 

CM  .=f 

30  cm 

O 

CM 

r>» 

O 

«H 

f*   3* 

CO 

CM 

CM 

3f 

J> 

X 

O  ^J 

~n 

ON 

9 

—i 

cm 

o> 

CO 

Cn 

CM 

CO 

30   d" 

*h  x» 

CO 

31- 

X 

•»H 

t^ 

CM  «-« 

T-« 

x 

3j- 

3* 

ro 

on 

Em  n: 

• 

*-><  •=: 

30 

ro 

30 

* 

co 

30 

3t 

C» 

r» 

X» 

r>  x 

CM  r- 

CO 

•«-« 

«H 

cm 

CO 

J  r^ 

vO 

N 

on 

O 

ui 

r» 

*  -3 

ao 

cj> 

an 

o 

O 

O 

T-4 

r-{ 

CM 

CM 

cm  ro 

*  3* 

ift 

x 

X 

.ft 

-f> 

3*  r*. 

o 

^^ 

3* 

x 

30 

T-t 

^  ^ 

«H 

1*3    ^ 

o       3ionaoNON>Mi|)ArtJ3ric!)oiVtfnli>asHtf>n 

CO  ?)3sJlOCN3>v-ND31O?)^.NJ)!0OH»J>N»^rtaJ5?) 

to  o  n  ri  3)  ^  4  rr>  <or»N«DsnapHM  »  ao  o  j^  ji  »  i) 

J)   O   3    H    3  H   H    M  M    ,N    M  .1    P)  P)   3s    3s    C^    3s   *    CO   -O    JO    ./>   CO    3t    X 


X* 


.M 

^3 

-J 


X 
CM 

I 

-4 

CM 


»33lflOM.'<J4sHOJ)31ti03l3s(fl>> 


r»»  x  30  :*»  3»  »o  3i 

.<)    H    >    3   ^>    3    N 


J)>Ma»J>OHNHH.i)n33sJ)HJ)3s.,l)>Oi).13J)X 

H    rt   H    H    H   H    ,-N    .N    ,N    M    .N    .N    .N   .N    .N    ,N    .N    W    !N    >    «M    fl    ."N    N    W    M 


J* 

3T 
CM 


33j 
;*3 


*3 
<3 

CM 
•  < 


CM 
I 

33 
CM 


»    J)   3    .">    .N   »    ,T    >    J1    3    N    J    >   W    H    »    fl    >\   H    ^    J) 


>    .M  ^)    >    J- 
T>    CX>    CO    X    O 


o 


^>r-cMoc33tror*xt>»ro^xtcMT-«^«jooc3  3  3>  3  .o  o  n  n 

— (M3,iO/)J5>aCrt313)33HH.NaNCSH.13J)nH^3s 
CM    CM    CM    CM    CM    :M    CM    CM    CM    CM     .M    CO    CO   70    CO    TO    »M    CO    CO    CO    CO    CO    CO    CO    CO    CO 


O  CO  30  30  J>  3*"  -O  if)  r-i  O  30  3D  CO  CO  «H  J>  CM  -O  CM  3j"  CO  — <  30  CM  -D  CM 
31OC3H4'd,?)»t^?)3>>C0i)J)J><,5ONCj-4-Cn[,*3C^ 

d->J)M3>3s33^-fta3sj>3s>roaH>a3saoa)a 
nr0d'3333C<>3>>a3)3)3H>333)M3wN3HC3 
r-«T-«»-«THr-«»-«THTH-r-«T-«TH»HT-t'^CM    N  H  N  ,N    H  M    31  N  N    M  M 


jtocococ^r-tj-  cj>  -n  r*  co  x  ^»h  j)orj3  i)  i)  h  a  3)  x  co 

3  ;N  3   3    a  3   i>    i)  CN    M  H  .N  3  3  H  >   3liOd'n'43n3an 

J1*HCOCM^CMCM'H>'tO^-^-  3  3CSOa333H3>t^303n 

«3>3HH3i.-Otf333>  30A3H3?3>3AA3OJI3n 

rH   «-t  CM    CM    CM  CM    .M    CM   CM    CM    CM   CM  CM  CM    CM    CO    CM  CM   CO    CM    ."O    CO    CO    CM    CO    CO 


CM 


<X 


X* 

CO 

CM 


I'M 
*3 


I 

o 


3>30»H^d-CMT-«jj-rMcjr>x*cOf>.J3rMcx>j-xt3ocovor»'t^3o   mj> 

3»i)NtHOi)JH>a%JJN3>»10;vNa.N.',)J>»i> 

^■aocMC*r*CMaooa»J>aoJ»Ji«H^**roeo3»j»t-«c*'CMcojo 

»33313>01D3HHHH;N03vd,3Hd,aii'>'3    3U33j-^>r» 


CO 


/ 


^3 

5-. 


XCn3H.Mr04,3    3>»30H.-xrOav3I> 


?3 


27 


Exhibit  5B 
Page  A 


to 
to 

i«3 


-M  '< 


n  h  w  a>  to  .o  »n  »  «  >  J>  ^  «-««-«  en  n^jioi)/)Ni>no?) 

O  H  »M    N   ,N  n   .^    tf  Jltf    J5  ifl    X>    £>    vX)    r»    ,T)   X)    i£>    £   JO    H    X    ^)   >   31 


30 

:m 

CM 


O 


flJJ)ON3).NOa>OflJ5N»(03H8^.N3Jlr(»in,-<) 

■O  3  n  h  a  a-x»«^>-^t^CMX>3o.n3oo-^.-NJOJoor*-j>ao^) 

3)  3    3    H    3   H    H   (N  .N    ."N    N  ."•)    ."•).  O   *    tf     .NJ-J-rO^>aO^>CO^X» 


JO 

3 


?0 


CM 

I 

;m 


N3HJ>>CNHr(J»^)^3>iOJ)JJWHH/»C,»r»J03»J)  X> 

^>a   8SJ)3HfvHHnnd-^'i/)rH/)d'nN3J)n-ns       o 

H  H  H  H  H  H  ?l   N  N  N  <H  M   .N  M  N   iV   ."M<V  K  M  M  n  M  ^1    NX  :M 


■Si 

i 
3 

."M 


»i)a">:NX(0>JI3Ni)>HH8.,O.NHJ13)0>3l3(00  «H 

Jl>.N034'.'0>^>n^i)MHHS03    D   3»   3   «D   3   :»»  i"3  X) 

cn  cm  ."N  jn  x  ."N  ;n  r^  cm  .m  :n  ."O  co  m  r>  n  ^  .1  ?)  -fl  »  n  «o  rt  n  n        cm 


-«3 


*o 


3Cl)aa>4'iAiArOSSn.i)HjlNJ);>|^nHSNJ)M 

^3rozt^>Ji^>X)c,»30r,*r*»30j>jiOt-tr^3oT>xX)."MOT-i?3 

«H«-(*-(i-(i-|TH<-<«-t«-l«HT-(<-l<-l«H.M;M«-<:M:Mi-(:MCMCM:MCM:M 


en 


5*J 

-J 

JO 


I 
3 


Jt3  0O    3>'-(3'J)JJ>n^flXrlJ)    33^U3-OHBJIJ?5 
J).N3^X3J)J)NNHW33H>JlJ)i>nni).'0.n3)?) 

J)  H  ?>   CM  H  vN   CN  H  >   fl   *  3>    3  »   M    O    »  J)   />   31  rt   Ol  P»   »   3>  O 

»Jl3rtrl.NCOavi/)J)^)>X»3)H4'JI    3    »   ?)    ^)   ."O   J»   O   a 
H  H  M  .N  N  N  M  .N  .M  ,N  M  M  ,M  M  N  n  N  N  A  ^  n   n  A  M   -"*>  «0 


3IXHHJ.NH*^JI    -OCOc^.OCMonJt.OJJ'rO.OC^r-JOCMCn 

3»x>iMa-«Ho^)Jt*-«^*j>^3r«'»x>:^>i30iNOJ>»,£> 

d-X>CM>'.'^»Ma03ai3,»»J>J>«-«r^d'j»-n5aoJ>3lT-«C,*CM?>a) 


JO 

o 

3"> 
CM 


J- 

CM 


/ 


«o 


J«l     «HCMCJJ-J>^>t*»»3,»3*-«.N."Oj»-^>X>C^a)a>3»-tCMCOJ»,J1^> 

-S  rl   rt  H    H  H  H    r(  WH    H  ,-N  M    M  M  «    M  £N 

*3 


to 
to 

to 


28 


Exhibit  5B 
Page  5 


to 

<o 

-< 

-«3 


<0    *v3 

-a.  ^ 


•3"    31   it    >IZt3-X>JOX^3-*-t-4<0 


3* 

CO 
Xi 


(OJ^3N3t,NOJ13>OJ1CNS,-0    3HBJ);N»inHaJ).') 
J>OOH3HH.N.NNNn?)i)rf3-lN*J:')^X^njJ) 


J- 

o 


-*3 


'O 

-«3 


■< 
<0 


I 


I 

o 


00 


<0 

*3 

'•C 

to 


I 

o 


H    3^  .-Q   >    M  rf    >    i)  J)   >    \£>  *-*    ^    »  >    H    ^  >   J   >    J5    X   >   Jl    ^)  31 
N3HX>>MHHJ)flNJP)^J)Mr(Hi)>>n3MJ) 

T-\  «h  t-<  <-h  ,-<  «h  rv  :\j  ;n  .n   ."n  :n   :n   x  -n  :n  ,-n  x  :n  :n  .m  co  cn  :n  ;vj  :n 


»    J)   ^    >    .\   X    ^    >   ,J>    3    .N    JD    >.T-J^aO    .n.^rt^SJlJl3J)3 
H    .N    J-    -O     J)    0    >     30    31    31     J»    O     O    <-l   *-(     ."SI     X.N.NHrOflrJHCVJ 

:n  rsi  >j  cn   x  :x   :n  >4  :n  ."N   :\j  m   ro    ?}  ro   ro   cn  ro    0  ro  ro   .0  ro  ro   n  ro 


O.IXX.-^tf^JJHJ  30  »  7)  .")  H  Jl  ;^  X  ,N  J  ?)  H  X  M  fl  .N 
«    3  n    H    ^  *    (<3    X  >    ?)    X  >    >    ,tj   X    X    3)  .O    3    .N    *    *    3)  >    X  > 

*>XN3>*3331XX^3ias>?JXH>S*X.'OXX 
!1?)JXXXX>X>>»3I3>3H>3  3  01  CM  ,3  .N  C3  »-<  .*> 
t-l    «-<    rH    tH     T^.r-»T-«,-tr-|.HTH.r-<«H-H.-N:M^CM     .\l    ^    r>l    CM    CM    CM    CM    *M 


^-    C3>   CO   O    >•  «H    .sf    3>  -O   C*    CO  'O    «"*>    XHX33*XXHXJIXX 
,£>    CM  O    -O    00   O    X    X  .N   .N    H  M    O    O  -<    C-    31   X    tf    .lr)  M    X    .O  iO    3>   .O 

/)    H   .O    N    H  CM    >N   H  >    .O    3"   d-     O30^O50-0-0J»«HJ>>'X3>-',5 

X313HHM.,0*XXX>XX3)rttf313Xit)XX3)3C0 
H   H  .N    N    N  .N    .N    CM  N    N    N  N    N    N  N    ?)    .N  N    'O    N  CO    ."O   ?)  N    «   ^> 


3IXHHJ'.NH*rg3IX.,)>X»N3l4'XX.1)X>>»iy3l 
3XXM^r(3X*H>*X.N3>»X,N."NXM?)XXX 

»    JO   3>    J>    T>  3    O   *-t  ■«-»   »-«   «-l  CM    ?)   ^  x^   j)  H  d1    ^  A  '0  O  0  tf    ./>  r» 


3> 

« 

cm 


3 
o 


3> 


3> 
3) 

«. 
J> 

cm 


/ 


to 

<0  >i 
^C  < 

•-3  CO 
to  ^ 

MO 


cM."OJ3vJ*vOr*.»j>o»H«-N:o.*^ii>r*'3Oo>o*HCMrod'-o<0 

HrtH    H   H  H    H   H  H    H  N  .N    CM  M  M    M  N 


S3 


to 
:o 

•o 


29 


Exhibit  5C 
Page   1 


to 

:o 
as 

to 
o 
a, 

U3 


i3 

co< 


O  CO 

to  ^ 

6-1 


o 
to 


^CMOcocMcoa>^r^»oooo>cMcotOtfo.3'aocncocnr*»tf>cocn 
^■^•u>^^iOc-'»cnoiCT>THr^CMrod'   oocMcocMioor^co^nco 

r(  Hr(  H  rtH  rl  HH  r(  HW  CM  CM  CM  CM  rt  CN  M  CM  CM  (O  CM  CM  CM  CN 


CO 

CO 

00 


nCn31CMlNNtfHJhJr(nni)t>(i)OOi1)OJJM/)OM 

CMtflcnHoocnr«'4,x»«na-jid-CMO   co  ^  o  r^  .a-   »-t  10  .n  .a-  cm 

«-«CM3oaovDcjt/>CMCNT-ijMCMr^  a*  m  co  cMO-nwO-nOiticti-ico 
4r>i/>Ji»ccDr*r-soOTa>a>oooTHCM  XHHO.,|5>rfH?)j> 

HrlrtHrtHHHrtHHCMCMMCMCMHCMCM^CMCMMCMMCM 


CM 


O 
CO 


CM 
CM 


J-rH^iOifOrOCOOO 


oj-TH»or-o  rHjj-^-r^CMr^ococo 
co  o  .n  co  cm  rx   ^-nr-r^r-f-CMOiao 


CMrojtr^^Hcooo^)'Hc>-»Lnr^r-o   n  m  r-  ^  ro 

CNCMJ-d-^>«Or*aOO>C7>JOT-(.r-(CMCMCT3     30   CO    *H     rH  00 
CMCMCMCNCMCMCCMCMr^CMCMCOCOCOCOCOCMCOrOCOCO 


»    >   H    H    *D 

*-«  .n  o  r^  r^ 
it  co  co  ro  co 


CO 
CO 
CM 


CQ 

^O 

a: 

CO 

~-o 


20. 
to 

-c 

CO 


to 

ua 

•o 
c* 

^o 
to 


U0 

CM 

I 

O 
CM 


rM.ofor^r^.n-nr-r-r^coco.a-  J>J">t^CM.a-r^r*-oC'CMJ">r"»:r 
co-Od-  r*-CMcocor*J>ocM«Dr^  hh  a  w  cm  h  ina   oi  en  o  id  o 

U)>CNOO^(<)>(OM,)J)>0.'MHH»0000)OvOOrorO 
HCM^J)J)lfl^MCnCn0100HH(M  »  CM  ?<  rt  :0  J)  .O  H  CM  J 
MCMNCMNCMCMCMNNCMOncOnO     vNA    ^)    fl  »i)    p)   CI   CO    CO    t<) 


j-r*»a>r-coco4nj-coT-<cDO 
ioo>iniDd-inoooc^(T>o 


«Ot-<CMt-<Cn:20_3-CMCO;j>v£>cDO 

rocM  ^   sO  .3-  cr>  o  io   en  o  ro  co  h 


^■j>co(7>coJ^d-»HC,»Lr>cr>T-«ao   en  &   x>    j>^o   oo  oo   ^  en  U3  co  oo 

»    >   C«    Ol    Cfl  O    rt   CM  .-O    >"0    CM  J1    J)    J)   .fi    »    CM^J3injlJ)01>00 
H    H   H    H    H  M    CM    CM  >\    CM    CM  CM    CM    CM  CM    CM    CM  CM    CM    CM  CM    CO    CM   CM    CO    CO 


c-» 

CM 


en 


^•CMt^CnCMr-l    OlOCOiflOCMHHJ) 

coocMvocoaor^r*-cMa>j^THOcncM 


3000  0>  COO  CM  CM  CO  H  sfl 
30  tH  U>  ,-«  r»  CM  CMtfl  t  ifl 


m 

I 
o 


COCOO^.'OCNOOiOHt^a.DttCM.'M 

in  j}  p*  axj>Ort*fOco>»ooenH 

CM  CM  CM  CM  CM  CM  CO  CO  W  CO  CO  CO  CO  ?)  CO  t 


ootflHfflifi(0>j)jj),ocno»co 


o  »-t  o  30  r-  c->  in  in  r»  cm 

cooj-   oo  r>»  co  co  t  co  in 
co^d-cod-^intd-t 


CO  CO   tO    OT  30    J»   SO-P*   •/>  C-* 

co  x>  en  th  t->   on  in  en  i/)  U) 


CM    ifl  H    >    COrf    CO(00>rtO>>(OCOOrO    ^-   CM    CM    P»-.*-t    O   O   CO    0)    CO 

cocod-^-d"»/>u><Dr^oooa>o«-«CMcoc^THCMO»nou)*-icoc«- 

HHHHrlHrlHHrtHH.-MCMCMCMnCMCMCMCMCOCMCMCMCM 


CO 
CO 

• 

o 

CM 
CO 


3 
CM 

en 

10 


/ 


to 

to  *i 
*0  CO 

<o« 

< 

iO 


rtcMcottO(0>acnOHCM<otiAtOha 


Jl   OH 
H   CMCM 


CM   CO    Zt     lO    <£> 
CM  CM  CM   CM   CM 


to 
to 

<o 


30 


Exhibit  5C 
Page   2 


■as 
o 

as 

as 

1*3 


^3 

a; 

i3 


lO    0)00    HrtO 
O    J"   J"     3)    iflH 


00  CN  CN    ^"   .*   r-t    C^    «-«  «H    CO 

h  in  j1   cn  r*  C"*  cn  cn  »h  co 


Cn  Cn    .*    .*  U>    CO    CN  CM    00   CH 

aor»'a3»-ioioco.=rcno 


oococ-r^cnocoroao  r-i  r^  so  o  o  *-«  p- 
d-3*-3*-.=f-3f4n»ninina>»na>t>.r^p»r^ 


c*»  r*«  uo  <o  * 
i/)  to  r»  ld  co 


n  oco 
o  o  t> 


ao  en 


«0 

M3 

a; 
*o 
a, 

i3 

a« 

-*s 

CO 


CO 


o 

CO 


i/>  zt  lo  th  3j-  cn 
a>  j-  o  33  wo  » 


inr-«(NCNoa>o^ooj>Lr>ir   n  co  cm  n  ro  ifi  w 

HNO    U)H(7tO*ONCN^OOW»CN:0£P3H 


r^  to  r*  co  cn  o  ri?)>   oo  >  .n  m  m  j 
i/)i/)iOi/>i^(DU>(Difi  j)  (D  f-  r»-  p*  t>> 


33 


CO    0"> 


cn  cn  iT>  j-  co   oo  ro 

i£  r»  o)  en  p»   so  en 


00 

r- 

CO 


(13 
CN 

I 

CM 


CN 

I 
O 

cn 


o 


co  o 
c-»  co 


j->   30  cn 

»H    <D    CO 


CO    3f 
CD   O 


CO 


3>    J)    » 


cn   CN  IN 

r-  «h  ^~ 


cn  r*  r* 


CN  r-i    GO    cn   CO    O    CN 

co  o  uo  *-t  o  J-  o 


t^jjcniDHCNna'M   cscoincncNoocntnuDCNWcNaococNOOcn 
ji^iniOtou5cD03c«-a3U>soc^a3r»vD(i)3oc»»r,»»-<»Hcn«i3THco 


ocn30CNtor-»J-cNcOvjD'jor^«-(0^-rocNLO«Dr^^i-CNj-co^)cf) 

*Hl0C0C0OC0.03tC0     H    CN   ^)    CN    m   iO    >     *HC--<Ht-<t-ICNCNOC0tH 


3 


00 


d-cnc-aor^ooaDXcor* 


uo 


»cno   cnjihoih>»:nmj5 

T-«,-«.r-lT-«T-lT-l*-«THT-«T-C-H,-(»HT-ICNCNCN*-««H«-l*-tl  I  r<      r-<     *-t 

I  I         I  I         I         I  I         I         I  I         I         I  I  I         I  I  I         I  I  I         I  III 


CO 


r^-io^o   co»hcn  cn  co  co 
vOc^r-   ao  cn  co  ao  cn  x> 


(N   »   ^>    S    lO   H 
CD   O  CN    3f    iO  CN 


^    cnrjOin^riajcfl^tn 
3t   t-i^co   co  o  a?  co  cn  r»  co 


«*3 
-*S 
to 


to 

as 

a* 

<a 

-c 
es 
to 


p^COr-i^lOOCNCNO 

d-  co  ^  ^■^•d-Jt^avuo 


«Hior-oco.n.nocococNcocr>kOrocNCn 

-o  ^r  jo  to  in  jo  x>  lo  lD  -o  lo  -D  cn  C^  >  C7>  »n 


p-  cn  co 

H  J  CO 


O  CO  CO  CO  O  3*  JO  J3  O 

t^  co  r»  x  j  a)  Oa*  co 


U3d-J-r»Jtd-»Hcno3l-cn«-ioir^ 
d-f-i.ncNiiOcnc-coiO.iocnooooco 


i 
o 


^•r-«o>iOir>CNJ>i>cnoo'.o^-z3>cocn^)CNi}'r*»r-»Joo»»-i30 
r-«oiou>%oa>wOvDt>»3oaooocncnaioood-cnjocncNJOco»H 

»-»*-•  r(H  H    H    CNH    HH 


CDCntn«/)CnCOCOCO^-  »N33t^CN^3>»CT>H».NMNHNCOin 

J)COOrfCNHCNOCn  3j"CnO.D^DCN»n*-t.=t-r»tD:N4ncOtOr-»r» 

OlCOONCOcOhH  tf  Hrl    3*    *U)    CN    OOr»>CD«I>vD«HO»H»H 

=r.3-ir>aoaOin.nu->uD  co  vO  >  >  f*  r»  oo   x>r^r»*o=ooococno 


CO 

3f 


o 


• 
en 
in 


to 

C0»i 

**  -*s 

•*s 
as 

m 


T-icNcod-^>tor«»cocn  OHN.o^JJiOha 


cn  OH   nco*   in  J) 
H    MCN   CN  CNCN    CNCN 


«0 

to 
Co 


31 


Exhibit  5C 
Page  3 


co 

a: 

CO 


*3 


O  co 

H  < 

a:  ^ 

a:  =* 

to  ^ 


o 

CO 


in»D:M00COCMO1.=r»-<vr>;j0«-«COr-O'»CMC03f' 


d-  o  «-i  »o  co  co  cm  o» 

co  co  d-  r*>   cm  »  oo  3- 


r~ocoj->uncNO.r>aocr>»jD.3vor-o 
n  **  *n  »/>  <o  r*»  r»  ao  so  x  o  h  cm  m  ^ 


CMCMO»iO«-ir^   aop«»r*o 

»CM   CM    rtlO   O    lO  CM    3f   00 
HCM   CM    CMCM   CO    CM  CM    CM  CM 


00 


cocncncMCMCM^^^c^.=r^cocou>r^cooocoo>/>r*-f>ocM 

(MU;air(-00Cn>*»00J)JCndTMO?)HONtfH    ^  J)    ^   m 
H  CM90    00«DrO«/iCMCM»-»(NCMr^ar>^>rOCMOw04/>tOO    3*-  :»   »-i  co 

in40i/><otor*r^ooc7>cT>cnooo»-«CMao»-««Horor»^»Hrotr> 

HHHHDHHHHHHrVNMCiCMHCM.'M.NCNOI    CM  CM    CM   CM 


P"» 
CO 

• 

o 

30 


*; 
■o 


-^ 
-*3 

Co 

U3 

'X 


< 
to 

31- 


<o 

<1 


cm 

co 


CM 
I 

*-( 
CM 


jj-»-i»n  co  3j-  o  co  co  o  o 

so  zj-  co  zr  r»  3f  3»-  o  J)  * 


o.3-»-«ior^o*H':*-d'r'-cMr"- 
roco»/}cocMCMCT>u">r^r^r»-r»* 


o 

co 

30 

T-« 

30 

CM 

en 

30 

r* 

JO 

r^ 

t4 

*-* 

Xi 

CO 

uD 

o 

z** 

c* 

r^ 

CO 

ro 

CO 

CO 

CM 

CM 
I 

CO 
CM 


CMco^r   r^THcooouDT-jf»»^>r^r^oco3or^^'co30 

;M    CM  J     J    >rt   U)    Is     50O)    0)MHHM^nX?5HrlXH 
CMCMCMCMCMCMCMCMCMCMCMrorOrOCOrO    CM  CO    CO    CO   CO    3T 


^^tor^r*LOJor*-r^r^co»J-cr>«or»-CM^rr*»r>or^   cm  to  r»»  -=f- 
ao  lo  j-   r*CMaorop-a>ocMvi>tN»T-(^-(cococMT-<*r)»CT>   cnovoo 


o 

o 


»/> 


N09asn>iOM<)iAiONrlHS30090 

rirMas*n.fljor,«©cnj>cnoOHT-(l-MXCMN^n^ 

CMCMCMCMCMCMCMCMCMCMCMCOCOrOCOCOCMCOCOrOCO.-O 


iO  O  CO  CO 

CO  H  CM  J 
ro  co  CO  co 


j-r^x  r»  co  ro  -n  .=}-  jo 

(0    3)>0l£?in303 


l0Or(iDHCMH(MXJ>NX     Jl   iD    (£)    O 
3nOC*-00CM^ftDa-CT»O^>CT»OC«JC0rH 


aso>no»»tOd,Hp»inwHacfl^ioa>asc*x»j  at  <o  so  co 

X    M^    Cfl    J>0    H    NCOOCMJ)«flJ1J)fflCM>lDJ)CflJ)    Cn  >    3   O 
HHrlHHCM^rVCMCM.\CMCMCM(MMCMCMCM»N.Nn     CM   CM    CO    CO 


3f    CM  >»    3>    CM  t-I    CO    CO  CO    -O    CO  CM    «-< 

XOCMJ)XX>>CM31J1HO 


t-{  -n  s>   -X)  x>   cn 

Jl   CM    H    3)H    i) 


CO  O    CM 
t-I  >»   CM 


CM  CO    tH   ,0 


I 

O 


X   OO    3t    CO  CM    30    ifiH>    XCftavrfCMCMr>HO    B  f»    r»    .O  JO   :«.  CM 

o^r-xacnoHrfoco^fflxcnHcoo^ar*?1)  co^-rOiO 

CMCMCMCMCMCMC0C0c0C0C0C0C0r0C0    3j-C03j-JtCO^-wOwO3rd-3f 


jjjiXH^JiajiUJDaa-uJj-xiJ-cox^Jixcn   ao  c*»  .n  r*» 
ooiOHX>onMn4'j)a)a)oxrocO'i)a)H>j)^3)</)^ 

CM»o^r-ooafco»oa»»HO>r^J3cooro3rcMCMr^»-«o  o  so  an  ro 
co  torf  ^■^■tna>vfir*3or^-cjr>o«-«cMcor«'T-«CMOuoo  ^  h  co> 

HHHHHHHHHHHHNCMCMMHCMCMCMCMCOJMCMCMCM 


cn 

CM 
CM 


CM 
CM 
CO 


CJ> 


/ 


«0 
SO 

•o 


<o 

3-l*HCMCOd'lO,Dr«'aOO>Or^CM?03f^>^) 


i«3 


r*  co  o>  co  tH  cm  co  zf-  «n  «o 

HH    rl   CMCM    CM    CM  CM    CM   CM 


CO 

<o 

CO 
CO 


32 


Exhibit  5C 
Page  A 


to 

<*: 
to 
a, 

£-« 

«o 

*"< 
Co 


a;  co 

O   Co 


o 

CO 


ra  n  n  *  o  o  o 
o>  lO  o  P»  H  3^  o> 


t0vDC7>C^OcDO»Hirt«-"<i/>C0O0r»r^ar>O0000 

a>3o:>4:na>«/iro<-«*-«;>4c>*r,*cxc*cno*o>coco 


to«/>u>r«.t^oooocy>oo  o  «-i  oicoco./>3r>cococNa>THc^co»nco 


J* 
<7> 


T^cNcooo>0co.r>CNCN«-icNCNc^-C7>wOCOCNOif">iOU'>o.a-.3-«Hco 
to»n4nioa)r*r»303>c>o>ooO'»-«r'4ao«-««-«oco:-*.a'T-«c'jt/> 

HHr(<Hr(r(HHr(HrtWMMNMH(NWWNMOINNiN 


00 

■ 
CO 
33 


cn 
i 

CN 


oo^-T-Jvor^  o  *-<  a-  .3-  r-  cn  r-  on  a  h 


rv<rojj-r>''»Hnc>OLD-Hr^ao-or-»r^  o  co  so  r^  d-  co   a  >h  rt  a) 

(NM33J)^t>va3j)3i»HHCN(NrOXrOHr(XWU10r*r* 

NCMNNNNN^NwcvnnnnnNi'jpjnnd'tonp)?} 


C7> 

CN 


CO 


*3 
Co 


«0 


CN 
I 

o 

CN 


cN-a-or^r^in-nr-r^i^coco 
=o»/>.*c-»CN3o;or*3>ocN.o 


J)   i)    [^    vN   3 
»H   t-<    00    CO   (N 


t-»   O    f^    CN  vO    O*    a 

•nx   J)  Q13   43   o 


CM    M  CN    CN    .M   CN   CN    CV   CM    M    £N  (O    <*) 


HrlMSMNriniOflrtCNJ 

n  ro  n  n  o  n  n  n   ro  co  co  co  co 


CO 


J- 


Is""    00    C"« 

cr>  »n  .o 


n  .1)   fl   d-  »   H 
d-  -o  o   a  o  r^- 


lO  O    -r-i 

cn  o  r> 


vD   *H    CN 

.-OM    J 


t-<  cn  ao 

-O   -3"    CTi 


J   CN    X 

o  -.o  an 


CT>  tD    U3    O 

o  co  co  -r-t 


^OKocnoinj-HcoinaiHOcnir)  i03id->xo3cna)Xffl 
xt^cncncnoHNcoco^i/)iflJ)ti)   socNr^cOkOOTincnr^oo 

H  H  rt  H  r(  CN  N  CN  ^  CN  CN  CN  M  CN  ^  CN  N  M  N  ^  M  CO  CN  »*N  CO  CO 


^•N>JllNHXCOCOJ)OCNHHJ5    J33O30 
t0OCi<ncSX(^(»(N0l<AHO3).NHaH 


a>  no  N  NCO  h  u 

iDH>CNCNti)*i1 


i 

3 


»-COOd,!OjN»lOrl>M3>*3sCN 

inj)>xx3ioHd-cocor,»coa5ji 
m  cn  cn  cn  cn  cn  n  n  n  co  n  n  n  n  n 


CD3>XHJ)J)vDifli)rflX*'i)*J 

ooiOHxincoMji^inflcnos 


CNr^«-tooor»o.n-nc,»CN 

H.oo^x>nn*nJ) 
d-cod-d-roj'J)-Od,d'd- 


acooD-noi3O0»aor**»'>r»> 

n  co  to  oi  h  >  cn  ,/)  cn  ifl  co 


cn  i/>  pi  >  oo.3-co*oa>«-io»t^vDroo  co  ^  cn  cn  r^.^  o  o  so  a>  co 
coco^-ji'^-^u)*oc*»  n  r^  o>  o  h  cn  cor*T-<cNO«notf>«Hcot^ 

HHHHHrtHHHrtHHCNCNCNCNHCNCNCNCNfOCNCNCNCN 


vX> 


CN 


CN 


CN 
CN 
CN 


<N 
CO 


30 

a- 


/ 


to 

■^  •*; 

^*3 


^HCNcoj*-i/>a)r,»jcoo>o 


hcn  n  ^in  u>c^aocao*-toi<o.*.na> 

«H  «-t   r-«    »-«  »-l    r(HHr(CNCNCNMWNW 


to 
to 

n: 

Co 


33 


Exhibit  5C 
Page  5 


CO' 


3 

Co 


>M 

*3  ^ 


ao  .ocMJir^iocMcnso  cy»  r*>  cm  o>  -n  Ji  o  .n 


r^coco-/i.O;ocn3o 
joj)oo>noojo7> 


cm  j>  -n  th  r*  cn 

J-    »   N    P)    H  J 


30     T-i 


ro 


d"    30 


•3" 

co 


CD 
CO 


CNi)31HMJ)>d-00    30    .O   J* 


ro  co  vD  r»»  ro 

3)    J  M    O    C) 


o  co  o 
o  .-**  a- 


ifl   >  J)    O   M 
«-«   .O    ./>   d"   CM 


H    >N»    30tI>:O.n:MCM»H:MCMr^Cnj">    WNa^^JJOUHd 

s>  Ji  ji  yD  ,r>  r-  r*  so  cn  cn  j>  o  3  d  h  .n  a  h  h  o  ro  c^  .3-  t-i  co  -n 

HrlrtHHHHHrtHrt.N^CNM    CM   H    ,N    »N    N  N    N.N   M    CN   CM 


co 

30 


cm 
i 


3-T-4Jooj-orocoooojj-»H«Dr^o^j-j3- 
coca-cod-r^d-a-o.n.sf-coo.ncocMCMcn.nr*- 


.n  >  o  n  oj 
>  >  cm  a>  j 


Nna%>H(403i)- «  r^  »   .n  r~  c-~    o   .-o  a   >  j"  .•n   a)  >  h  h  j) 

.M    CM    M    M    .N    .N    N    M    M    ."M    CM    CO    CO     CO    CO     CO     CM    CO    ?)    ?>  «"0    rf    CO    M    <0    CO 


cn 

o 

• 

c^ 
CM 


to 


CQ 

4t 


-*3 
< 
CO 

-O 


•-o 

0i' 
CO 


cm 

i 

CM 


.M   ^    3    >    >    i)   ^)    > 

ao-nj-o-CMcjocor- 


r-  t-  co  co  a-   j>  .n 

J>     3    M   J)    >    H   H 


CO 
O 


J)>M.3.3*'0>lD>.'n^£MrtH»033Jl3J3n.i3 
<-<CM.3--n.n.O;^CO;7>;r>J>OOT-<<-«  ,N  X  ;M  vN  H  :0  J)  ?)  H  CM  3^ 
."M  CM  CM  N  CM  CM  N  CM  M  CM  CM  .O  CO  CO  CO  CO  CM  CO  CO  CO  CO  CO  Ji    CO  CO  CO 


3">Xt^COCOJ1^X  t-{    S>    3  -H  .Ot-» 


.V  H  .M  X  J  .N  X  Jl  i)  J  3 
-CT  .O  J-  J>  3  J)  31  3  ."O  .''O  H 


JJICOJlXiJJ-H.-N^^HXJlJ)  .0Cn.3r:>3030.=rCn-OCJ0CJ0 
X>J)JI313H.N.^ONJlJ)J1i)X;M>'3i)3l<flJI>33 
rt  H  H  H  H.M  N  N  CM  N  .N  N  N  .M  N  N  N  TV  CM  .N  N  «  M  M  CO  M 


J3 
CM 

• 

CM 
CM 
CM 


Cf  CM  >  J1  CM 
30  C3  CM  -O  »  30 


*-l  30 


-1)  .1  i)  3  .N  H 
>  .M  Jl  J)  rl  O 


t-<^>     J)    M    S    Jl    (1   3    M   iM    (O    H   3 
J1CMHXH3H>CMCM3J-/> 


-O-OC>»3030313t-<^-   .1  ^)  >  X  »J1 
CM  CM  CM  CM  CM  CM  CO  CO  CO  CO  .O  CO  CO  CO  CO 


?<>r|    3    a> 

<H  :o  o  j-   »  r*« 

J-   co  =f    3-   CO  If 


>  in  J)  >  .-m 
on   Cf   CO  -O 

.n  ^n  j-  3-  =t- 


CM 
CM 
CO 


« 

C3> 


333HXJ1.T>3 


3    X^    J>   3-  S)    ^   .1    X   J)   3»  »   J>   »  >   •"  > 

4-/)'£9i3Jsnnu>o)Hr<>3)J)9J)i) 


CMJ)H>»tfr0  3JIHJI>(Or|)3  fl  J  vM  CM  >  H  3  3  »  Jll 
CO  CO  3*  .ST  3*  ./>  U3  X>  r*  30  r>>  Cn  O  «H  CM  O  >  rl  CM  3  ^>  O  «  rl  n  > 
T-(r-(r-lT-<«H<-l«-lT-(<-(r-<n<-(MCM.M    M  H  CM    CM    CM  M    «  CM    ,M   CM  CM 


3T 


/ 


CO   >M 

Co 


«rlCM?)rfrf)(0>XJIOrlCM,'<)a'^     XJC^-aO 
«"M  «-»<-<»-l»-««-««H*-lr-<T-» 

*3 
5m 


C3»0*H    CM  CO   3*    J)U) 
H  CMCM    CM  CM   CM    CM  CM 


to 

CO 

Co 


Exhibit  6 
34  Explanatory  Memo 

1984  Massachusetts  Private  Passenger  Automobile 
Premium  Varying  by  SD1P  Points 

The  MARB  proposes  that  the  magnitude  of  the  SDIP  surcharge 
amounts  be  based  on  the  assumption  that  the  at-fault  portion  of 
the  loss  pure  premium  (loaded  for  commissions,  profit,  and  taxes) 
vary  according  to  surcharge  level.   We  have  calculated,  from  the 
MARB  1984  rate  filing,  that  the  appropriate  charge  per  at-fault 
accident  is  $5252  (see  Exhibit  6a). 

The  MARB  has  not  included  any  Comprehensive  coverage  premi- 
ums or  company  expense  components  of  the  rates.   We  see  no 
actuarial  reason  for  varying  these  components  according  to  SDIP 
point  level. 

The  $5252  per  at-fault  accident  is  applied  directly  to  MRB 
incremental  claim  frequencies  in  Exhibit  2a  to  estimate  sur- 
charges . 

Since  the  proposed  surcharges  are  determined  by  rounding  and 
smoothing  the  indicated  surcharges ,  and  as  a  consequence  are  not 
very  sensitive  to  changes  in  the  "premium  per  at-fault  accident," 
MARB  is  recommending  that  the  final  surcharges  in  Exhibit  2a  be 
adopted,  without  the.  need  for  the  Commissioner  to  recalculate 
"premium  per  at-fault  accident"  from  the  Decision  rate  compo- 
nents. 
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#1346 


Exhibit  6b 


1984  Massachusetts  Private  Passenger  Automobile 
Calculation  of  1984  Commission,  Profit,  Tax  Allowances 
MARB  Filing  Rate  Components 


Coverage 

A-l 

A-2 

B-basic 

B-increased 

PDL-basic 

PDL-increased 

Collision 

Ltd.  Collision 

Med.  Pay 

Comprehensive 

U 

Total,  Wtd. 


Exposure 

2727401 
2616669 
2727401 
2025368 
2727401 
2417708 
1533120 
296295 
1372321 
1964459 
2727401 

2727401- 


Commission 

Premium 

$  8.13 

$72.05 

3.34 

18.18 

1.96 

13.39 

9.05 

76.64 

26.44 

127.57 

1.06 

5.10 

29.39 

196.01 

7.86 

20.90 

1.84 

13.60 

14.02 

111.81 

0.71 

20.38 

76.50 

512.09 

Commission  % 

Premium  Tax  % 

Underwriting  Profit  Loading 

BI 

PDL 

Phys.  Dam 


.149 
.023 

-.052 

-.002 

.006 


Total  variable  expenses 
BI 
PDL 
Phys.  Dam 


.120 
.170 
.178 


Source:  Form  100,  Form  110;  8/12/83  MARB  Filing 


37 

#1347  Exhibit  7 

1984  Massachusetts  Private  Passenger  Automobile 
SDIP  -  Collection  Rate 

Under  Merit  Rating,  a  substantial  proportion  of  surchargeable  incidents  were 
not  paid,  either  because  the  driver  involved  was  not  listed  on  any  policy  or 
because  the  driver  did  not  pay  the  surcharges  that  were  billed.  We  fully  expect 
the  same  kind  of  pattern  to  emerge  under  the  SDIP,  at  least  for  198A: 

-  Most  operational  aspects  of  the  SDIP  resemble  Merit  Rating.  Far 
example,  agents  are  not  yet  able  to  make  "on-line"  inquiries  to  the 
Merit  Rating  Board  when  a  new"  business  application  is  submitted.   Thus, 
many  drivers  will  continue  to  slip  through  the  cracks  in  the  system. 

-  Many  of  the  points  that  are  chargeable  for  1984  are  on  drivers  who  have 
a  history  of  not  paying  Merit  Rating  surcharges;  drivers  who  paid 
surcharges  have  been  "forgiven"  for  1984.  Thus,  the  drivers  who  will 
be  billed  in  1984  are  those  who  are  least  likely  to  pay. 

-  Current  indications  are  that  the  promulgation  of  1984  rates,  and 
therefore  the  billing  of  premiums  and  surcharges,  will  be  delayed.   Such 
delays  customarily  create  collection  problems  (see  Exhibits  8  and  9). 

Data  from  the  Merit  Rating  Board  indicates  that,  for  drivers  who  had  policies 
(and  claims)  in  1982,*  about  90%  of  potential  surcharge  dollars  were  collected 
(Exhibit  7A).   Since  the  SDIP  proxy  data  provided  to  us  by  the  Merit  Rating  Board 
similarly  includes  drivers  who  had  policies  in  1982,  it  might  be  reasonable  to 
expect  a  90%  collection  rate  on  these  drivers  as  well.   Certainly  there  is  no 
foundation  for  optimistically  assuming  away  the  kind  of  slippage  that  currently 
exists  in  the  Merit  Rating  program,  by  using  a  100%  collection  rate, 

The  MARB,  SRB,  and  AG  have  agreed,  however,  to  use  a  95%  collection  rate  for 
1984  SDIP  surcharges. 


Exhibit  7A  includes  only  drivers  who  had  policies  in  1982  and  who  had 
At-Fault  accidents  in  1982.  This  data  was  the  basis  for  the  AG  and  SRB 
estimates  of  the  rate  level  Impact  of  c.  241. 
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Exhibit   7A 
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#1338  Exhibit  8 

198A  Massachusetts  Private  Passenger  Automobile 
Merit  Rating  Board  Claim  Frequency  Data  Used  in  SDIP  Calculations 

(NO  FORGIVENESS  OF  PAID  INCIDENTS) 

Exhibit   Description 

Explanatory  Memorandum:   Estimated  Incremental  Claim  Frequencies  by  SDIP  Status 

8A        Summary  of  Merit  Rating  Board  Claim  Frequency  Data;" 

Estimated  Incremental  Claim  Frequencies  by  SDIP  status 

8B  Merit  Rating  Board  Exposure  Data 

8C  Merit  Rating  Board  Claim  Count  Data 

8D  Merit  Rating  Board  Claim  Frequency  Data 

BE  Cleansed  MRB  Exposure  Data2 

8F  Cleansed  MRB  Claim  Count  Data2 

8G  Cleansed  MRB  Claim  Frequency  Data2 

8H       Cleansed  MRB  Claim  Frequency  Data,  with  total  (all  point  levels) 

class-territory  exposure  data  used  to  calculate  statewide  average  claim 
frequency  at  each  point  level.2 


1 


Specifications  and  descriptions  are  provided  in  the  Explanatory  Memorandum 
and  in  Appendix  C.  Summaries  of  the  claim  frequency  data  are  displayed  in 
Exhibit  8A. 

Described  in  the  Explanatory  Memorandum  and  summarized  in  Exhibit  8A. 
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1984  Massachusetts  Private  Passenger  Automobile 
Estimated  Incremental  Claim  Frequencies  by  SDIP  Status 

Explanatory  Memorandum 

For  1984,  data  precisely  mirroring  the  newly  introduced  SDIP 
are  not  available.   The  Merit  Rating  Board  (MRB)  was  able, 
however,  to  compile  Merit  Rating  in  a  fashion  that  provides  a 
reasonable  proxy  for  the  SDIP  data  (sec  Appendix  C  for  a 
description  of  the  data  provided).   The  MARB,  AG,  and  SRB  agree 
that  these  Merit  Rating  Board  compilations  provide  the  best 
available  data  for  evaluating  the  SDIP. 

The  MRB  provided  two  sets  of  data  compilations.   Each 
tabulated  1982  policy  years  of  exposure  and  claim  counts  (report- 
ed to  the  MRB)  according  to  three  variables  of  interest:  terri- 

1  2 

tory,  driver  classification  ,  and  number  of  SDIP  points  .   The 

first  of  the  two  tabulations  did  not  allow  the  forgiveness  of 

SDIP  points  based  on  paid  surcharges;  this  mirrors  the  SDIP  after 

the  expiration  of  the  temporary  "forgiveness"  provision  being 

used  to  smooth  the  transition  from  Merit  Rating  in  1984.   The 

other  set  of  data  tabulations  included  the  reduction  of  SDIP 

points  due  to  the  1984  "forgiveness"  process  (see  also  Exhibit 

9). 

The  MARB,  SRB,  and  AG  agreed  that  the  data  tabulations 

without  "forgiveness"  provided  the  appropriate  basis  for 


Driver  age  groups  were  used  as  proxies  for  actual  driver 
classifications;  see  Appendix  C. 

SDIP  points  were  determined  in  accordance  with  the  SDIP 
highlights  circulated  by  the  Commissioner's  office;  see  Appendix 
B. 


#1334  Exhibit  8 

w     41        Explanatory  Memorandum 

Page  2 

estimating  differences  in  claim  frequencies  between  groups  of 

drivers  with  different  numbers  of  SDIP  points.   The  tabulation  of 

exposures  with  "forgiveness"  is  used  to  estimate  the  1984 

exposure  distribution  by  SDIP  point  (see  Exhibit  9). 

The.  basic  approach  to  pricing  SDIP  surcharges  begins  with  a 
comparison  of  the  claim  frequency  of  a  group  of  drivers  with  a 
specified  number  of  SDIP  points  to  the  average  claim  frequency  of 
all  drivers.   This  difference  in  claim  frequency,  converted  to  a 
premium,  indicates  the  appropriate  surcharge  or  credit  relative 
to  the  statewide  average  premium. 

The  claim  frequencies  indicated  by  the  MRB  data  are 
summarized  in  column  (1)  of  Exhibit  8A  (the  actual  MRB  data 
tabulations  are  included  here  as  Exhibits  8B,  8C,  8D)  .   As 
expected,  the  observed  claim  frequency  rises  steadily  with  the 
number  of  SDIP  points. 

However,  the  MRB  data  as  produced  cannot  be  used  directly 
because  the  MRB  data  tabulations   do  not  reflect  the 
credit-ineligibility  of  inexperienced  (0-3  years)  principal 
operators.   Therefore,  the  MARB  adjusted  the  MRB  data  for  these 

policies  by  shifting  any  data  appearing  in  the  "credit-eligible" 

3 
category  to  the  "no  credit-no  surcharge"  category.    At  the  same 


•a 

One  possible  alternative  to  this  switching  is  simply  to 
combine  all  "credit-eligible"  and  "no  credit-no  surcharge" 
experience.   This  alternative  is  inferior  to  the  MARB  approach 
because  it  produces  indicated  surcharges  relative  to  the  combined 
groups  of  "credit-eligible"  and  "no  credit-no  surcharge"  drivers, 
while  the  actual  surcharges  are  intended  to  apply  as  increments 
to  the  "no  credit-no  surcharge"  rates.   This  alternative  approach 
will  produce  surcharges  that  are  too  high. 
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time  the  MARB  eliminated  several  data  categories  that  the  MARB , 

SRB,  and  AG  judged  to  be  unusable: 

Territory  "00"  data 

Territory  "Error"  data 

Class  "Operator  Date  of  Birth  Not  Given" 
Also,  the  "Operator  65  years  and  older"  class  is  combined  with 
the  "All  Operators  23-65  years"  class,  since  the  Class  10  and  15 
drivers  for  which  these  two  categories  are  proxies  will  be 
treated  in  identical  manner  by  the  SDIP. 

Exhibits  8E,  8F,  and  8G  display  the  "cleansed"  MRB  data  and 
Column  (2)  of  Exhibit  8A  summarizes  the  resulting  claim 
frequencies  by  SDIP  level. 

Again  the  general  pattern  is  increasing  claim  frequency  with 
increasing  SDIP  point.   However,  the  claim  frequency  for  the  "no 
credit-no  surcharge"  group  is  higher  than  the  claim  frequency  for 
the  "1  point"  group.   Closer  examination  reveals  that  this 
apparent  reversal  results  from  the  relatively  large  number  of 
Class  20-25  exposures  (which,  being  inexperienced  operators,  have 
higher -than -average  claim  frequencies)  in  the  "no  credit-no 
surcharge"  group.   Further,  this  same  kind  of  distortion  occurs 
in  the  higher  SDIP  point  categories  as  well,  albeit  to  a  lesser 
extent  and  in  the  opposite  direction.  This  phenomenon  may  be 
illustrated  by  the  following  hypothetical  two-class  example 
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Class 

1 

Class  2 

Average 

0  point 

exposures 
claim  freq. 

100 
5.0 

10 
10.0 

5.45 

1  point 

exposures 
claim  freq. 

50 
6.0 

8 
11.0 

6.69 

In  this  example,  the  true  claim  frequency  effect  of  moving  from  0 
points  to  1  point  is  an  increase  of  1.0  (observe  each  class), 
while  the  apparent  difference  is  1.24  (based  on  the  average  claim 
frequencies).   Similarly,  simple  use  of  the  MRB  data  tends  to 
overstate  the  claim  frequency  difference  from  one  point  level  to 
the  next,  and  thus  to  produce  surcharges  that  are  too  high. 

The  MARB  corrected  for  this  problem  by  applying  a  fixed 
class-territory  exposure  distribution  in  calculating  the  average 
claim  frequency  (averaged  over  all  classes  and  territories)  at 
each  SDIP  level.   The  selected  exposure  distribution  is  the 
statewide  total  class-territory  exposure  distribution  (all  SDIP 
point  levels  combined),  from  Exhibit  9A  Page  12.   This  approach 
is  equivalent  to  calculating  in  each  class  and  territory 
the  incremental  claim  frequency  effect  of  one  SDIP  point ,  and 
averaging  these  increments;  the  AG's  computer  model  takes  an 
approach  that  is  qualitatively  similar. 

The  resulting  claim  frequencies  by  SDIP  level  are  shown  in 
columns  (3)  and  (4)  of  Exhibit  8A.   The  comparison  in  column  (5) 


The  credit  claim  frequency  is  calculated  excluding  Class 
20-25,  which  have  no  "credit-eligible"  data,  and  is  compared  to 
statewide  average  claim  frequency  that  similarly  is  calculated 
excluding  Class  20-25. 
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of  Exhibit  8A  of  each  of  these  claim  frequencies  to  the  statewide 
average  indicates  the  amount  by  which  the  claim  frequencies  are 

« 

greater  or  less  than  the  statewide  average  frequency;  in  Exhibit 
2  these  claim  frequencies  are  converted  to  indicated  premium 
differences ,  which  in  turn  are  used  to  develop  indicated 
surcharges  and  credits. 
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#1348  Exhibit  iu 

1  a  o      Explanatory  Memorandum 

1984  Massachusetts  Private  Passenger  Automobile 
Estimated  Residual  Market  Exposures  by  SDIP  Status 

Explanatory  Memorandum 

One  of  the  impacts  of  the  introduction  of  the  SDIP  will  be 
to  change  the  size  of  the  Residual  Market  deficit  (see  Exhibit 
4).   A  priori,  we  expect  that  the  Residual  Market  population  will 
include  relatively  more  surcharged  drivers  and  relatively  fewer 
"clean"  drivers  than  are  observed  in  the  total  market;  this  kind 
of  pattern  would  reduce  the  Residual  Market  deficit.   Estimates 
of  the  Residual  Market  exposure  distribution  by  SDIP  point  are 
needed  in  order  to  quantify  this  effect.   Exhibit  10  details  the 
exposure  estimates  made  by  MARB. 

Data  from  the  Merit  Rating  Board  confirms  the  a  priori 
expectation:   Exhibit  10F  indicates  that  in  1982  Residual  Market 
policyholders  paid  75%  of  the  total  Merit  Rating  surcharges  and 
received  37%  of  the  Merit  Rating  credits. 

Based  on  this  information,  MARB  has  assumed  that  the  number 
of  "clean"  drivers  in  the  Residual  Market  equals  37%  of  the 
number  of  "clean"  drivers  in  the  total  market  (Exhibit  10A) . 

The  distribution  of  Residual  Market  exposures  with  1  point 
or  more  is  estimated  (in  Exhibit  10E)  from  the  following 
information  and  assumptions: 

a)  The  Total  Market  exposures  by  point  are  known  (from  Exhibit 
9A) 

b)  A  set  of  surcharges  by  SDIP,  estimated  to  be  equivalent 
to  1982  Merit  Rating  surcharges,  is  selected 
judgment ally 

c)  The  Residual  Market  exposures  are  constrained  to 
produce  75%  of  the  Total  Market  surcharge  dollars 

d)  The  Residual  Market  is  assumed  to  account  for  100%  of 
the  Total  Market  exposures  with  over  8  SDIP  points 


144 

e)   The  Residual  Market  exposures  as  a  percentage  of  Total 
Market  exposures  are  assumed  to  decline  linearly  as 
points  decrease. 

This  set  of  constraints  produces  a  unique  set  of  Residual  Market 

exposures  by  surcharge  level  (Exhibit  10E) . 

Residual  Market  exposures  not  assigned  to  the  "credit"  or 
"surcharge"  categories  are  assigned  to  the  "no  credit-no 
surcharge"  category  (Exhibit  10A) . 

Finally,  to  estimate  the  total  credit  dollars  that  will  be 
allowed  to  Residual  Market  policyholders,  the  distribution  of 
"clean"  Residual  Market  drivers  by  territory  and  class  is 
required.   Exhibit  10B  describes  the  judgmental  method  used  to 
make  this  distribution,  and  Exhibit  10  displays  the  results. 
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Exhibit  10A 


Massachusetts  Private  Passenger  Automobile 
Summary  of  Estimated  Residual  Market  PPL  Exposures  by  SDIP  Status 


Total  Market    Residual  Market 


(1)  Total  exposures 

(2)  SDIP  credit  exposures 


27273562 
18813392 


1269293 
6960953 


(3) 

SDIP  non-credit  exposures 

846017 

573198 

«  (D-(2) 

- 

(4) 

4 
SDIP  non-credit  exposures  by  point 

0  (no  surcharge-no  credit) 

565343 

372162 

1 

128214 

87827 

2 

105932 

76271 

3 

20318 

15340 

4 

14729 

11636 

5 

5337 

4403 

6 

2806 

2413 

7 

1191 

1066 

8 

952 

885 

over  8 

1195 

1195 

1 

2 


Exhibit  10D 

Exhibit  9 A 

37%  of  total  market  credit  exposures;  see  Exhibit  10F.   The  distribution  of 

these  exposures  by  class-territory  is  described  in  Exhibits  10B  and  displayed 

in  Exhibit  IOC. 

Total  market  from  Exhibit  9A,  Facility  1  point  and  higher  exposures  are  from 

Exhibit  10E;  Facility  0  point  exposures  selected  to  balance  sum  of  Facility 

non-credit  exposures  to  line  (3). 
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#1351  J-^u  Exhibit  10B 

Massachusetts  Private  Passenger  Automobile 
Estimated  SDIP  Credit  Facility  PPL  Exposures  by  Class-Territory 

Let  TE       denote  total  market  exposures  by  territory-class  (Exhibit  9B) 

TE     .   denote  SDIP  credit  total  market  exposures  by  territory-class 
t,C'"1   (Exhibit  9A) 

FE       denote  Facility  exposures  by  territory-class  (Exhibit  10D") 
t  *  c 

FE       denote  SDIP  credit  Facility  exposures  by  territory-class 
t,c*    (Estimated  below  and  displayed  in  Exhibit  IOC) 

Omission  of  the  t,c  subscripts  denotes  statewide  totals  over  territory  and 
class. 

TE_1  «  1881339;   FE    -  696095;   FE  «=  1269293 

Estimate  FE     .  as 
t,c,-l  . 


FE 
_( 

't,c,-l    ~~t,c,-l   TE, 


*,C  x  K 


t.c 
Where  K  is  a  constant  factor  selected  so  that 

I  I   FE     .  =  696095 
t  c   t'C'-1 

Exhibit  IOC  displays  the  resulting  SDIP  credit  Facility  exposures  by 
class-territory. 
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Exhibit  10E 


Massachusetts  Private  Passenger  Automobile 
Selection  of  Facility  Exposures  by  SDIP  Point 


SDIP  Points 

1 
2 
3 
4 
5 
6 
7 
8 
over  8  (10) 

!otal  1982  dollars  generated 


Assumed  Equivalent 

1982  Merit 
Rating  Surcharges 


60 

120 
180 
240 
300 
360 
420 
480 
600 


Total  Market 

Estimated  Facility 

Exposures 

Exposures 

by  SDIP  Point2 

by  SDIP  Point9 

128214 

87827 

105932 

76271 

20318 

15340 

14729 

11636 

5337 

4403 

2806 

2413 

1191 

1066 

952 

885 

1195 

1195 

31,882,320 

23,755,080 

Facility  r 
Total  Market 

.685 
.720 
.755 
.790 
.825 
.860 
.895 
.930 
1.000 

.75 


1  Judgmentally  selected  at  fixed  dollar  amount  per  point  to  produce  approximately  same  total  surcharge 
dollars  as  in  Exhibit  10F. 

2  Exhibit  9A. 

s  Selected  to  satisfy  the  following  judgmental  constraints: 

a)  Total  dollars  generated  by  Facility  exposures  equal  75%  of  total  dollars  generated  by  all 
exposures  (see  Exhibit  10F) 

b)  Facility  exposures  ■  Total  exposures  for  "over  8  point"  group 

c)  Facility  exposures  as  a  percentage  of  Total  exposures  declines  linearly  as  points  decrease 
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#1353  1^0  Exhibit  10F 

Massachusetts  Private  Passenger  Automobile 
Estimation  of  1982  Residual  Market  Share  of  Credits  and  Surcharges 

Merit  Rating  Board 
Financial  Transactions 

11/1/81  -  10/31/82     Residual  Market     Total  Market       Ratio 


Credits  12,796,019        34,939,885        .37 

Surcharge  Dollars        24,054,171         32,253,646         .75 


1  Based  on  Merit  Rating  Board  reconciliation  reports,  per  Conger  telephone 
conversation  with  David  Lewis  11/28/83. 
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APPENDIX  A 
CHAPTER  241  OF  THE  ACTS  OF  1983 
SECTION  11  (EXCERPTS) 

In  so  fixing  and  establishing  classifications  of  risks  under 
this  section,  the  commissioner  shall  establish  a  safe  driver 
insurance  plan  to  equitably  reflect  the  driving  records  of  - 
insureds.   Such  plan  shall  reflect  an  adjustment  of  insurance 
premium  based  on  at-fault  accidents,  convictions  of  moving 
violations  of  motor  vehicle  laws,  including  payments  pursuant  to 
chapter  ninety  C,  or  any  combination  thereof,  and  based  on  four 
or  more  comprehensive  claims  totalling  two  thousand  dollars  or 
more,  unless  fire,  theft,  comprehensive  and  collision  coverages 
are  not  purchased  by  the  insured,  as  compiled  and  recorded  by  the 
motor  vehicle  insurance  merit  rating  board  established  pursuant 
to  section  one  hundred  and  eighty- three  of  chapter  six. 

Such  an  adjustment  shall  reflect  an  aggregate  credit  to  safe 
drivers'  premiums,  which  shall  equal  the  increase  in  aggregate 
premiums  to  be  charged  to  those  not  defined  as  safe  drivers, 
categorized  under  the  safe  driver  plan. 

No  safe  driver  insurance  plan  shall  use  any  records  or 
factors  which  occurred  more  than  three  years  prior  to  the  policy 
year  for  which  an  adjustment  of  insurance  cost  is  reflected. 

The  commissioner  shall  establish  reasonable  rules  to  assure 
that  all  insureds  are  informed  of  any  premium  adjustments,  and 
the  reasons  therefore,  made  as  the  result  of  this  safe  driver 
insurance  plan. 
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APPENDIX  B 
SUMMARY  OF  THE  1984  SAFE  DRIVER  PLAN 


Exhibit  1 


November  2,  1983  memorandum  from  the 
Commissioner's  office  summarizing  the 
"salient  features"  of  the  1984  Safe  Driver 
Plan  (SDIP) 


Exhibit  2 


Exhibit  3 


November  29,  1983  memorandum  from 
Commissioner  Hiam  altering  the  SDIP's 
treatment  of  inexperienced  operators 

Examples  of  the  assignment  of  points  under 
the  SDIP 


PETB*  HIAM 

MMISSIOSS  Of  INSURANCE 


¥00 


mlrufae  Sftrtet,   Sioiton  02202 


1   CO 
JL  t* 


o 


appendix  b 

Exhibit   1 
Page   1 


The  following  contains  the  salient  features  of  the  new  Safe  Driver  Insurance 
Plan  for  use  in  1984.  In  addition  to  fulfilling  the  statutory  mandate  of  Chapter-241 
of  the  Acts  of  1983,  the  provisions  of  this  Plan  have  been  devised  to  facilitate  a 
fair  ar.d  equitable  transition  from  the  Merit  Rating  program  and  to  take  into 
account  notice  given  to  all  policyholders  in  1983.  This  plan  will  be  published  in 
regulatory  form  in  the  near  future.  However,  in  order  to  expedite  the  1984 
Automobile  Rate  Hearing  and  the  implementation  of  this  Plan,  the  following  is 
presented: 


L        THE  PREMIUM  ADJUSTMENT 

A  Safe  Driver  Premium  Adjustment  will  computed  by  the  Insurer  for  policies 
subject  to  the  Safe  Driver  Insurance  Plan.  This  adjustment  will  be  based  on  the 
Unsafe  Driver  Points  and  Credit  Status  assigned  by  the  Merit  Rating  Board  to  the 
listed  operators. 

LI      Policie~s  Eligible  for  Premium  Credits. 

< 

A  policy  is  eligible  for  Premium  credits  if  all  of  the  four  following 
conditions  are  true: 

(1)  No  operator  listed  on  the  most  recent  application  and  the  subsequent 
Merit  Rating  Inquiry  for  the  policy  has  Unsafe  Driver  Points  greater 
than  zero. 

(2)  No  operator  listed  on  the  most  recent  application  and  the  subsequent 
Merit  Rating  Inquiry  for  the  policy  has  Safe  Driver  Offenses  in  the  3- 
year  policy  experience  period. 

(3)  No  operator  listed  on  the  most  recent  application  and  the  subsequent 
Merit  Rating  Inquiry  for  the  policy  is  classed  as  an  inexperienced 
operator  as  defined  as  having  less  than  three  years  of  driving  ex- 
perience. 

(4)  One  operator  listed  on  the  most  recent  application  and  the  subsequent 
Merit  Rating  Inquiry  for  the  policy  has  a  valid  Massachusetts  driver's 
license. 

1.2     The  Premium  Credit  Factors 

.A  Credit  Factor,  expressed  as  a  percentage  of  premium  will  be 
established  by  the  Insurance  Commissioner  at  the  same  time  automobile 
insurance  rates  are  established  pursuant  to  Chapter  175,  section  113B. 
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lr>4  Exhibit   1 

L3      The  Premium  Credit  Amount  Pa8e  2 

The  Premium  Credit  Amount  for  each  vehicle  covered  by  a  policy  is 
computed  by  multiplying  the  Premium  Credit  Factor  times  the  Property 
Damage  Liability  premium  for  the  class  and  territory  of  the  policy. 

1-4      Policies  Subject  to  Premium  Surcharges 

A  policy  is  subject  to  Premium  Surcharge  if  a  listed  operator  has  one  or 
more  Unsafe  Driver  Points.  ' 

1.5  Premium  Surcharge  for  Single  Vehicle  Policies 

The  Premium  Surcharge  for  a  single-vehicle  policy  will  be  computed 
using  the  number  of  Unsafe  Driver  Points  of  the  listed  operator  with 
the  highest  number  of  points  arid  will  not  reflect  the  points  of  any  other 
listed  operator. 

In  the  case  of  multi-operator  policies,  the  listed  operator  with  the 
tighest  number  of  points  will  only  be  charged  for  those  points  once 
within  any  policy  year.  Reconciliation  of  discrepancies  that  may  arise 
oust  be  settled  by  insurers  and  their  agents  although  the  Board  will 
assist  in  this  area. 

1.6  Premium  Surcharge  for  Multi-Vehicle  Policies 

The  Premium  Surcharge  for  the  first  vehicle  on  the  Policy  is  computed 
using  the  Unsafe  Driver  Points  of  the  operator  with  the  highest  number 
of  Unsafe  Driver  Points.  For  each  subsequent  vehicle  the  Unsafe 
Driver  Points  of  the  remaining  listed  operator  with  the  highest  number 
of  Unsafe  Driver  Points  is  assigned  until  all  vehicles  are  exhausted. 

IT  there  are  more  vehicles  than  operators,  the  Premium  Surcharge  for 
each  additional  vehicle  after  the  last  operator  will  be  zero  and  the 
vehicle  win  not  be  credit  eligible. 

In  the  case  of  multi-operator  and/or  multi-vehicle  policies,  listed 
operators  will  only  be  charged  for  points  once  within  any  policy  year. 
Reconciliation  of  discrepancies  that  may  arise  must  be  settled  by 
insurers  and  their  agents  although  the  Board  will  assist  in  this  area. 

1.7  Schedule  of  Unsafe  Driver  Points 

The  Commissioner  shall  establish  a  schedule  of  Unsafe  Driver  Points  for 
each  surchargeable  incident.  Points  will  be  totaled  on  a  per  operator 
basis  for  incidents  within  the  experience  period  of  the  policy.  See 
Exhibit  1  for  the  schedule,  which  includes  "aging". 
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1-8      Premium  Surcharge  Amount 
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The  Commissioner  shall  assign  dollar  values  to  Unsafe  Driver  Points 
which  may  vary  according  to  the  number  of  points  irrespective  of  the 
class  and  territory  of  the  policy. 

1-9      Special  Rating  Cases 

The  Safe  Driver  Insurance  Plan  premium  adjustments  will  be  handled  in 
the  same  manner  and  method  as  any  other  premium  for  the  purpose  of 
short  rating,  or  pro  rating  of  a  policy,  payment  of  commission  or 
cancellation  of  the  policy. 

2.        UNSAFE  DRIVER  POINTS 

2.1  Unsafe  Driver  Points  for  a  Listed  Operator. 

The  number  of  Unsafe  Driver  Points  for  a  listed  operator  is  the  sum  of- 
the  points  for  each  moving  traffic  violation  and  each  at-fault  accident 
within  the  3  year  policy  experience  period.  (See  Exhibit  1). 

2.2  Comprehensive  Unsafe  Driver  Points  for  a  Listed  Operator. 

The  number  of  Comprehensive  Unsafe  Driver  Points  for  a  listed 
operator  is  the  sum  of  the  points  for  each  chargeable  comprehensive 
claim  within  the  3-year  policy  experience  period. 

< 

2.3  Surcharges  Paid  Under  the  Merit  Rating  Plan. 

The  number  of  Unsafe  Driver  Points  for  a  moving  traffic  violation  or 
et-fault  accident  for  which  surcharges  were  paid  under  the  Merit 
Rating  Plan  will  be  computed  by  multiplying  the  percent  of  Merit 
Rating  surcharges  not  paid  by  the  maximum  number  of  Unsafe  Driver 
Points  for  the  traffic  violation  or  at-fault  accident.  (Example:  A  2 
point  incident  where  50%  of  the  maximum  surcharge  has  been  prepaid 
would  be  valued  at  one  point). 


3.        REFUNDS  OR  REVERSED  INCIDENTS 

3.1      Refunds  of  Incidents  Reported  Under  the  Merit  Rating  Plan. 

There  will  be  refunds  for  incidents  reported  and  billed  under  the  Merit 
Rating  Plan  that  are  subsequently  reversed  by  the  Superior  Court  or  the 
Board  of  AppeaL  Policies  will  re-rated  when  incidents  heve  been 
reported  and  billed  under  the  Safe  Driver  Insurance  Plan  that  are 
subsequently  reversed  by  the  Superior  Court  or  the  Board  of  AppeaL 
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3.2     Refunds  of  Incidents  Reported  Under  the  Safe  Driver  Insurance  Plan 
(Policies  Effective  01-01-84  and  afterj7  " 

Policies  will  be  re-rated  when  incidents  have  been  reported  and  billed 
under  the  Safe  Driver  Insurance  Plan  that  are  subsequently  reversed  by 
the  Superior  Cont  or  the  Board  of  AppeaL 


Peter  Hiam 
Commissioner  of  Insurance 
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EXAMPLE,  OPERATOR  UNSAFE  DRIVER  POINTS 


POLICY  EFFECTIVE:  1-1-84,  one  operator,  one  vehicle 
DRIVING  EISTORY: 


DESCRIPTION 


INCIDENT 
DATE 


OT  Minor  Moving       ,04-01-83 
Traffic  Violation 


SURCHARGE 
DATE 

04-30-83 


MERIT  RATING     SAFE  DRIVER 

SURCHARGES       POINTS 

MAX   PAID  MAX   ASSIGNEE' 


25 


Operator's  Safe  Driver  Points,  1984  policy  =  1 

During  the  next  year  the  same  operator  has  another  offense  as  oultined  below. 
When  the  pclicy  renews  in  1985,  the  following  points  will  be  assigned: 


DESCRIPTION 


INCIDENT 
DATE 


SURCHARGE 
DATE 


MERIT  RATING     SAFE  DRIVER 

SURCHARGES       POINTS 

MAX   PAID  MAX   ASSIGNE: 


AC,  Major  Accident    03-01-84  03-15-84 

» 

Operator's  Safe  Driver  Points,  198G  policy  =  4 


If  the  operator  had  not  had  any  incident  in  1984,  the  operator  Unsafe  Driver 
Points  would  have  been  zero  as  a  one  point  credit  for  a  surcharge  free  year  of  driving 
would  have  been  applied.  Individuals  who  continue  to  have  surchargeable  incidents 
will  not  receive  point  credits  under  the  Safe  Driver  Insurance  Plan. 
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D:   Parties  to  the  1984  Automobile  Rate  Hearing     (Docket  No.  R83-7-3) 

ROM:  Commissioner  Peter  Hiam  v^k- 

E:    Clarification  of  Safe  Driver  Insurance  Plan  -  Inexperienced  Operators 

■ 
ATE:  November  29,  1983 

On  November  2,  1983,  in  the  course  of  the  1984  Automobile  Rate  Hearing, 
issued  an  outline  of  the  salient  features  of  the  New  Safe  Driver  Insurance 
Ian.   Section  1.1  lists  four  conditions  which  must.be  met  before  a  policy  can 
•e  eligible  for  a  credit  under  the  Safe  Driver  Insurance  Plan.   This  notice 
s  to  clarify  Section  1.1(3)  of  the  SDIP  regarding  the  ineligibility  for  premium 
:redits  of  policies  covering  inexperienced  operators. 

Section  1.1(3)  appears  to  make  all  vehicles  on  a  policy  ineligible  for 
i  credit  if  there  is  any  driver  listed  on  the  policy  who  has  less  than  three 
years  of  experience.   However,  my  intention  is  that  the  listing  of  an  inexperienced 
driver  or  drivers  on  a  policy  should  result  in  the  denial  of  a  credit  only  to 
those  vehicles  considered  to  be  principally  operated  by  a  driver  or  drivers 
with  less  than  three  years  of  experience.   For  this  I  will  use  the  same  definitions 
for  classifying  vehicles  as  are  used  in  the  rate  manual.   Therefore,  Section  1.1(3) 
is  hereby  amended  to  read  as  follows: 

The  vehicle  insured  by  the  policy  is  not  rated  as  principally  operated 
by  an  inexperienced  operator (s)  as  defined  as  having  less  than  three  years  of 
driving  experience.   In  the  case  of  multi-vehicle  policies,  only  the  vehicle (s) 
considered  for  rating  purposes  as  principally  operated  by  an  inexperienced 
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operator (s)  as  defined  as  having  less  than  three  years  of  driving  experience 
shall  be  ineligible  for  a  credit  based  on  this  subsection.   Specifically,  any 
vehicle  rated  as  either  class  20  or  class  25  is  ineligible  for  a  credit. 


-f  O  -I  •  APPENDIX  B 

-LDJ-  Exhibit   3 

EXAMPLES  Pa&e  l 


EXAMPLE  1:  OPERATOR  UNSAFE  DRIVER  POINTS 

PRO-RATING  OF  POINTS  FOR  SURCHARGES  PAID  UNDER  MERIT 
RATING  (ALL  SURCHARGES  FULLY  PAID) 

EXAMPLE  2:  OPERATOR  UNSAFE  DRIVER  POINTS 

NO   PRO-RATING  OF   POINTS   FOR   SURCHARGES   PAID  UNDER 
MERIT  RATING,  INCLUDES  AGING  OF  SURCHARGES 

EXAMPLE  3:  OPERATOR  UNSAFE  DRIVER  POINTS 

PRO-RATING  OF  POINTS  FOR  SURCHARGES  PAID  UNDER  MERIT 
RATING  (THE  FORMULA) 

EXAMPLE  4:  OPERATOR  UNSAFE  DRIVER  POINTS 

PRO-RATING  OF  POINTS  FOR  SURCHARGES  PAID  UNDER  MERIT 
RATING  (COMPLICATED  CASE) 

EXAMPLE  5.:  PREMIUM  ADJUSTMENT 
FOR  A  ONE-CAR  POLICY 

EXAMPLE  6:  OPERATOR  UNSAFE  DRIVER  POINTS 

MULTIPLE  INCIDENTS  WITHIN  A  YEAR  OF  EACH  OTHER- 
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EXAMPLE  1:  OPERATOR  UNSAFE  DRIVER  POINTS 
PRO-RATING  OF  POINTS  FOR  SURCHARGES  PAID  UNDER  MERIT  RATING 

(ALL  SURCHARGES  FULLY  PAID) 


A.  POLICY  INFORMATION  =  INSURANCE  COMPANY  =  B 
POLICY  NUMBER  =  EXAMPLE  1 
EFFECTIVE  DATES:  01-01-84  to  01-01-85 
COVERAGE  =  P.D.  LIABILITY  AND  COLLISION 
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B.  OPERATOR  INFORMATION:   SURNAME  =  MORAN       DOB  =  04-01-50 

LICENSE  NUMBER  =  029356810       LICENSE  STATE  =  MA 

C.  DRIVING  HISTORY  INFORMATION 


INCIDENT    SURCHARGE 
DESCRIPTION      DATE  DATE 


MERIT  RATING 
SURCHARGES 
MAX    PAID 


UNSAFE  DRIVER 

POINTS 
MAX  ASSIGNED 


OT  -  Merit  Rating 

first  offense      12-31-82      03-24-83 


50        50 


0.00 


TOTAL-= 


0.00 


OPERATOR  UNSAFE  DRIVER  POINTS  ASSIGNED  =  0 
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EXAMPLE  2:   OPERATOR  UNSAFE  DRIVER  POINTS 
NO  PRO-RATING  OF  POINTS  FOR  SURCHARGES  PAID  UNDER  MERIT  RATING 

INCLUDES  AGING  OF  SURCHARGES 

APPENDIX  B 
Exhibit  3 

A.  POLICY  INFORMATION:    INSURANCE  COMPANY  =  A  Page  3 

POLICY  NUMBER  =  EXAMPLE  2 

EFFECTIVE  DATES:    01-01-84  TO  01-01-85 
COVERAGE  =  P.D.  LIABILITY  AND  COLLISION 

B.  OPERATOR  INFORMATION:   SURNAME  =  REED       DOB  =  03-02-50 

LICENSE  NUMBER  =  012953221       LICENSE  STATE  =  MA 

C.  DRIVING  HISTORY  INFORMATION 


MERIT  RATING         UNSAFE  DRIVER 
INCIDENT    SURCHARGE         SURCHARGES  POINTS 

DESCRIPTION      DATE  DATE  MAX     PAID  MAX  ASSIGNED 


OT-  Merit  Rating 

first  offense      05-20-81      09-20-81 


25 


0.00 


OT-  Merit  Rating 

second  offense  03-09-83      06-09-83 


115 


1.00 


TOTAL  = 


1.00 


OPERATOR  UNSAFE  DRIVER  POINTS  ASSIGNED  =  1 


NOTE: The  1981  OT  has  aged  to  zero  because  ho  surchargeable  incidents  have 
occurred  within  one  year  of  the  surcharge  date  of  this  incident. 
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EXAMPLE  3:   OPERATOR  UNSAFE  DRIVER  POINTS 
PRO-RATING  OF  POINTS  FOR  SURCHARGES  PAID  UNDER  MERIT  katihij 

(THE  FORMULA) 


A.  POLICY  INFORMATION  =  INSURANCE  COMPANY 
POLICY  NUMBER  =  EXAMPLE  3 
EFFECTIVE  DATES:  01-01-84  TO  01-01-85 
COVERAGE  =  P.D.  LIABILITY  AND  COLLISION 


=  A 


B.  OPERATOR  INFORMATION:   SURNAME  =  REED.       DOB  =  03-02-50 

LICENSE  NUMBER  =  012953221       LICENSE  STATE  =  MA 

C.  DRIVING  HISTORY  INFORMATION 


INCIDENT    SURCHARGE 
DESCRIPTION      DATE  DATE 


MERIT  RATING 
SURCHARGES 
MAX    PAID 


UNSAFE  DRIVER 

POINTS 
MAX  ASSIGNED 


OT-  Merit  Rating 

first  offense     05-20-83 


09-20-83 


25        15 


0.40 


OT-  Merit  Rating 

second  offense  03-09-83 


06-09-83 


115 


25 


0.78 


TOTAL  = 


1.18 


OPERATOR  UNSAFE  DRIVER  POINTS  ASSIGNED  =  1 


FORMULA: 


POINTS  ASSIGNED  =  MAX  POINTS  X  (MAX-AMOUNT  less  AMOUNT  PAID 
divided  by  MAX-AMOUNT) 

FOR  (1)  ABOVE 

POINTS  ASSIGNED   =  1  X  (25-15) 

25 

=  1X^=0.40 

FOR  (2)  ABOVE 

POINTS  ASSIGNED   =  1  X  (*  15-25) 

115 

=  IX     9£ 
115 


=  0.78 
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EXAMPLE  4:   OPERATOR  UNSAFE  DRIVER  POINTS 
PRO-RATING  AND  AGING  OF  POINTS  FOR  SURCHARGES  PAID  UNDER  MERIT  RATING 

(COMPLICATED  CASE) 


A. 


POLICY  INFORMATION:  INSURANCE  COMPANY 
POLICY  NUMBER  =  EXAMPLE  4 
EFFECTIVE  DATES  01-01-84  to  01-01-85 
COVERAGE  =  P.D.  LIABILITY  AND  COLLISION 


=  B 


B. 


OPERATOR  INFORMATION:  SURNAME  =  AMES   BIRTH  =  02-25-50 
LICENSE  NUMBER  =  010523980   LICENSE  STATE  =  MA 


C. 


DRIVING  HISTORY  INFORMATION 


DESCRIPTION 


INCIDENT 
DATE 


SURCHARGE 
DATE 


MERIT  RATING     UNSAFE  DRIVER 
SURCHARGES  POINTS 

MAX   PAID  MAX   ASSIGNED 


DI  MERIT  RATING 
First  Offense 


11-28-80 


12-01-80 


200 


0.00 


DI  MERIT  RATING 
Second  Offense 


01-31-81 


03-30-81 


425         425 


0.00 


AC  MERIT  RATING    04-01-82 
First  Offense 


06-01-82 


50 


25 


1.00 


DE  MERIT  RATING     05-30-83 
First  Offense 


08-30-83 


200 


4.00 


TOTAL      5.00 


OPERATOR  UNSAFE  DRIVER  POINTS  ASSIGNED  =  5 


Note:  First  DI  is  outside  the  experience  period  for  the  policy.  The  second  DI  is 

completely  paid,  thus  no  points  are  charged.   The  first  Accident  has  not  "aged" 
because  there  is  a  subsequent  surchargeable  incident  within  one  year  of  the 
surcharge  date  of  this  incident.   Fifty  per  cent  of  this'  surcharge  is  paid,  thus 
only  one  point  is  charged.  The  last  DE  is  charged  at  a  full  four  points  because  no 
payment  has  been  made.  The  total  points  for  the  operator  is  5. 


:: 
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EXAMPLE  5:    PREMTOM  ADJUSTMENT  PaSe  6 

FOR  ONE-CAR  POLICY 


OPERATOR 
SAFE  DRIVER 
OPERATOR  INFORMATION  POINTS 

NAME  YEARS  DRIVING  EXPERIENCE  ASSIGNED 

John  Doe  (husband)  20  2 

Mary  Doe  (wife)  20  0 

John  Doe,  Jr.  (son)  2  5 


PREMIUM  ADJUSTMENT  FOR  THE  ONE  CAR  COMPUTED  USING  5  POINTS. 

Premium  Adjustment,  5  Point  Rate  $200 

Actual  PDL  rate,  Territory  1,  Class  18  $161 

Premium  Adjustment  200 

Total  Premium  $36l 

Same  example  except  Territory  23. 

Premium  adjustment  does  not  change,  only  the  base  rate  changes 

Actual  PDL,  Territory  23,  Class  18  $230 

Premium  Adjustment  200 

$430 

PREMIUM    ADJUSTMENT   SHOULD   A   SECOND    CAR    BE    ADDED,    WHICH    IS 
COMPUTED  USING  2  POINTS. 

Premium  Adjustment,  2  Point  Rate  $  50 

Actual  PDL  rate,  Territory  I,  Class  10  80 

Premium  Adjustment  50 

$130 

There  would  not  be  a  premium  adjustment  for  the  third  car  as  the  remaining 
operator  has  no  surcharges.  This  car  would  be  rated  at  the  class  10  rate.  Note  how 
the  first  vehicle  has  the  inexperienced  operator  and  is  class  18  while  the  remaining 
vehicle(s)  are  rated  at  Class  10.   . 

Note:  All  premiums  shown  above,  including  the  2  and  5  point  rate,  do  not 
reflect  actual  insurance  rates  and  are  used  for  illustrative  purposes  only. 


1G7 

EXAMPLE  6:   OPERATOR  UNSAFE  DRIVER  POINTS 

NO  PRO  RATING  OF  POINTS  FOR  SURCHARGES  PAID  UNDER  MERIT  RATING, 

MULTIPLE  INCIDENTS  WITHIN  A  YEAR  OF  EACH  OTHER 


A.       POLICY  INFORMATION  =  INSURANCE  COMPANY  =  A 
POLICY  NUMBER  =  EXAMPLE  6 
EFFECTIVE  DATES:  01-01-84  TO  01-01-85 
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SECOND  POLICY 

EFFECTIVE  DATES  =  01-01-85  TO  01-01-86 

B.  OPERATOR  INFORMATION:   SURNAME  =  REED.       DOB  =  03-02-40 

LICENSE  NUMBER  =  012953221       LICENSE  STATE  =  MA 

C.  DRIVING  HISTORY  INFORMATION 


INCIDENT     SURCHARGE 
DESCRIPTION      DATE  DATE 


MERIT  RATING 
SURCHARGES 
MAX    PAID 


UNSAFE  DRIVER 

POINTS 
MAX  ASSIGNED 


AC,  Minor 
AC,  Major 


4/1/83 
1/1/84 


5/15/83 
2/20/84 


50       0 


2 


3 
5 


NOTE:  In  1985,  the  first  incident  (AC,  Minor)  has  not  aged  because  there  has 
been  a  subsequent  incident  within  one  year  of  the  surcharge  date.  (5-15- 
83  to  2-20-84).  Individuals  having  multiple  incidents  within  a  year  of 
each  other  will  be  charged  the  full  point  value  of  each  incident  until  one 
year  of  surcharge  free  driving  has  lapsed. 


DAVID  I.  LEWIS 
DIRECTOR 


£%oas?v300  J[fjg 

150  ^CLuAeueay,  Sfbeel,  SSo&fon,,  021 1A 
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TO:  Mass.  Merit  Rating  Coordinators 

FROM:  Cynthia  Connors,  Assistant  Director  (j^ 

DATE:  November  10,  1983 

RE:  Typographical  Error  in  November  2,  1983  Mailing 


Please  be  advised  that  the  October  Company  Statement  mailed  November  2, 
1983  contains  a  typographical  error  within  Item  #2  entitled  "Safe  Driver  Insurance 
Plan".  The  date  the  Board  expects  to  respond  to  inquiries  for  the  Safe  Driver 
Insurance  Plan  was  inadvertently  stated  as  of  December  1,  1984.  It  should  read 
December  1,  1983. 

Please  also  note  that  in  Example  # 4 ,  the  surcharge  date  for  the  Driving  to 
Endanger  Merit  Rating,  First  Offense,  should  be  5/30/83  instead  of  8/30/83. 


My  apologies  for  any  confusion  this  may  have  created. 


CC:df 


#1355  1B9 

APPENDIX  C 

MERIT  RATING  BOARD  DATA  SPECIFICATIONS 

Exhibit  1  November  10,  1983  Data  Request 
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preliminary  tabulations  provided  on  September 
13 

Exhibit  3  Merit  Rating  Board  additional  data 

description  for  tabulations  provided  on 
November  16  and  18. 
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November  10,  1983 


Mr.  David  Lewis 

Director 

Merit  Rating  Board 

150  Causeway  Street 

Boston,  Massachusetts     02114 

Dear  Dave: 

Safe  Driver  Insurance  Plan 
Data  Request 

As  the  various  parties  to  the  automobile  rate  hearing  discussed  with  you  on 
November  9,  we  urgently  need  a  tabulation  of  Merit  Rating  Board  data  In-order  to 
evaluate,  quantify,  and  recommend  to  the  Commissioner  the  Safe  Driver  Insurance 
Plan  surcharge  and  credit  amounts  for  use  on  1984  policies.   In  our  collective 
opinion,  the  1984  Rate  Hearing  cannot  resume  to  consider  the  SDIP  without  this 
data. 

Generally  speaking,  a  data  compilation  of  the  type  you  provided  to  the 
parties  on  September  16  is  required.   The  actual  compilation  you  provided  at  that 
time  is  rendered  obsolete  now  because  of  the  many  respects  in  which  the 
promulgated  SDIP  differs  from  the  hypothetical  SDIP  details  that  you  had  assumed. 
Specifically,  the  important  differences  include: 

1)  Point  values  assigned  to  each  kind  of  surchargeable  offense 

Hypothetical    Actual  Decision 

Offense  Points  used        Points 

AC-minor  1  2 

(AC-major)  2  3 

DI,  DE,  (VH)  3  A 

OT  11 

2)  "Aging"  of  point  values  for  AC  and  OT  incidents  is  included  in  the 
promulgated  plan. 

3)  Assignment  of  certain  kinds  of  policies  to  a  "no-credit  -no  surcharge" 
status. 

A)   Treatment  of  multi-operator  and  multi-car  policies. 


Mr.  David  Lewis 


-  2  - 


November 
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5)   Forgiveness  of  Merit  Rating  surcharge  events  for  which  the  policyholder 
has  paid  (and  partial  forgiveness  of  partially  paid  surcharge  events). 
This  provision  is  required  only  during  the  period  of  transition  from 
Merit  Rating. 

These  changes  require  several  alterations  to  the  data  you  provided.  The 
specifications  for  the  data  that  all  rate  hearing  parties  request  are  as  follows: 


A. 


B. 
C. 


D. 


Data  period.  Policies  effective  in  1982,  with  AC  incidents  during  the 
policy  period  recorded,  and  with  all  surchargeable  incidents  in  each  of 
the  three  prior  years  recorded.  The  process  you  used  to  create"  the 
policy  exposure  file  for  calendar  year  1982  and  to  match  accidents  to 
the  policy  exposure  file  need  no  revision  for  present  purposes. 


Assignment  of  territory.  No  change  required. 

Assignment  of  class.   One  additional  driver  class  is  needed, 
additional  class  is  defined: 

-  All  operators  aged  23  years  or  older,  and 

-  .  At  least  one  operator  aged  65  years  or  older 


This 


Determination  of  SDIP  points  for  each  operator  based  on  the  offenses  in 
the  three  year  experience  pelriod.   This  determination  involves  four 
steps:   determine  maximum  assignable  points  for  each  incident;  "age" 
each  incident;  "forgive"  incidents  to  the  extent  the  operator  paid  for 
them  under  the  Merit  Rating  system;  and  calculate  total  SDIP  points  for 
the  operator. 


1.   Maximum  assignable  points 
following: 


Determined  in  accordance  with  the 


OT 

1 

AC 

2 

DI,   DE 

A 

"Aging"  of  incidents.   The  data  file  you  will  use  to  generate 
the  requested  data  identifies  only  the  total  number  of 
incidents  which  occurred  in  the  first  year  prior  to  the  policy 
effective  date,  the  total  number  of  incidents  which  occurred 
in  the  second  prior  year,  and  the  total  number  of  incidents 
which  occurred  in  the  third  prior  year;  but  the  data  file  does 
not  have  individual  incident  information  such  as  surcharge 
month  and  day.  Therefore,  the  "aging"  of  incidents  must  be 
estimated. 

The  aging  approximation  method  that  is  preferred  by  the 
technical  staff  of  all  parties  is: 

a.   For  each  incident,  select  a  random  number  between  1 
and  365,  and  use  this  number  to  assign  a  date  to  the 
incident. 
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b.  Apply  the  aging  process  as  it  will  be  applied  in 
198A  by  the  MRB  using  the  assigned  date  as  if  it 
were  the  actual  date. 

In  the  event  that  this  preferred  method  is  not  feasible,  we 
have  attached  an  alternative  algorithm  that  uses  only  the 
"year"  information  that  you  have  available. 

3.   Forgiveness  of  paid  and  partially  paid  incidents  .   The 

Forgiveness  procedure  should  be  the  one  which  will  be  actually 
implemented  by  the  Merit  Rating  Board  for  198A  policy 
inquiries.   An  algorithm  to  approximate  the  forgiveness  of 
paid  and  partially  paid  incidents  is  included  as  steps  5  and  6 
in  the  alternative  aging  method  attached.   It  may  differ  from 
the  expected  algorithm  in  an  important  way;  namely  it  assumes 
that  no  MR  6urchargeable  events  from  the  first  prior  year  will 
have  been  paid.   If  this  assumption  is  not  realistic,  it 
should  not  be  used. 

A.  Operator  totals.  Calculate  the  total  of  the  final  assigned 
SDIP  points  (after  aging  and  forgiveness)  for  all  incidents 
attributed  to  the  operator. 

E.  Number  of  accident  offenses  in  the  three  year  period  for. the 
operator.   No  change  in  your  procedure. 

F.  Number  of  accident  claims  during  1982  for  the  operator.   No  change 
in  your  procedure. 

G.  Determination  of  SDIP  points  for  each  policy.  Assign  to  the  policy 
the  number  of  SDIP  points  for  the  operator  with  the  greatest  number 
of  SDIP  points. 

H.   Determination  of  accident  offenses  in  the  three  year  period  for  the 
policy.   Assign  to  the  policy  the  number  of  accident  offenses 
during  the  three  year  period  for  the  operator  with  the  greatest 
number  of  SDIP  points. 

I.   Determination  of  accident  claims  during  1982  for  the  policy. 

Assign  to  the  policy  the  6um  of  the  number  of  1982  accident  claims 
for  all  operators  on  the  policy. 


In  passing,  we  note  that  the  three  parties  to  the  rate  hearing,  as 
represented  at  the  11/9/83  meeting,  strongly  oppose  crediting  each  policyholder 
with  having  paid  20%  more  Merit  Rating  surcharge  dollars  than  was  actually  paid. 
This  approach,  as  you  described  it,  clearly  is  inconsistent  with  the  SDIP  as 
promulgated.  Furthermore,  by  decreasing  the  SDIP  surcharge  point 6,  it  will 
decrease  the  surcharge  dollars  generated  by  the  system  and  thereby  minimize  the 
rate  reduction  to  be  credited  to  clean  drivers.  We  plan  to  oppose,  at  the  rate 
hearing,  thi6  approach  you  described  for  implementation.  The  forgiveness 

(Footnote  Continued) 
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J.   Credit  and  No  Credit /No  Surcharge  categories.   In  addition  to 

categorizing  policies  according  to  1,  2,  3,  A,  5,  6,  7,  8,  and  over 
8  SDIP  points,  policies  with  zero  points  should  be  subdivided  into 
two  categories: 

1.  Credit-eligible  policies.  No  operator  on  the  policy  has 
any  6urchargeable  incidents  in  the  three  year  experience 
period. 

2.  No  credit  -  no  surcharge  policies.  The  policy  is 
assigned  zero  SDIP  points  but  at  least  one  operator  has  a 
6urchargeable  incident  in  the  three  year  experience 
period. 

Additionally,  it  is  our  understanding  that 

-  Other  than  the  "aging"  process,  (which  we  did  not  fully  discuss  on 
November  9)  the  specifications  listed  above  are  feasible  for 
incorporation  in  your  computer  programs. 

-  Unless  we  hear  directly  from  you,  we  will  -assume  that  one  or  the 
other  of  our  "aging"  alternatives  is  feasible  and  will  be 
implemented  in  the  data  request.  Again,  all  parties  prefer 
the"randomized  date"  approach. 

-  The  data,  both  in  the  tape  and  paper  form,  can  be  prepared  for 
delivery  no  later  than  November  18.   (We  will  pick  up  our  copy  as 
60on  as  it  is  ready.) 

-  Following  production  of  the  above-specified  data,  you  will  produce 
on  an  expedited  basis  the  one  other  variation  suggested  in  the 
Bureau's  11/7/83  draft  data  specifications;  namely  no 
"forgiveness."  This  should  be  implemented  by  applying  a  uniform 
"forgiveness  factor"  of  1  to  all  incidents.  In  addition,  also  on 
an  expedited  basis,  you  should  produce  data  similar  to  our 
principal  data  request  above  but  with  each  operator  treated  as  a 
separate  policy. 


(Footnote  Continued) 

algorithm  presented  here  includes  the  20%  adjustment,  and  should  be  altered 

accordingly  if  your  20%  adjustment  is  eliminated  or  revised. 
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If  any  of  these  specifications  need  clarification,  feel  free  to  contact 
Richard  Derrig      542-5080  (office) 

401-861-2855  (home) 


Very  truly  yours, 

ROBERT  F.  CONGER 

Vice  President  and  Actuary 

PTr.HAttn  a.  nF.RRTr:        IS 


RICHARD  A.  DERRIG 
Mathematician 

RFC/jkj/01288 

cc:  Peter  Hiam,  Commissioner  of  Insurance 
George  D.  Morison,  President 
Ronald  Dennis,  Actuarial  Computer  Specialist 
Howard  H.  Mahler,  Director,  State  Rating  Bureau 
Stefan  Peters,  Chief  Actuary,  State  Rating  Bureau 
Robert  MacNicholl,  State  Rating  Bureau 
Arthur  English,  Counsel,  State  Rating  Bureau 
Hilary  Rowen,  Esquire,  Attorney  General's  Office 
William  DuMouchel,  Consultant,  Attorney  General's  Office 
Scott  P.  Lewis,  Esquire,  Palmer  &  Dodge 
Acheson  H.  Callaghan,  Palmer  &  Dodge 
Arthur  Kreiger,  Esquire,  Palmer  &  Dodge 
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Alternative  Algorithm  for  Calculating 

SDIP  Points  Assigned  to  Each  Operator 

Inclusive  of  the  Aging  and  Forgiveness  Process 

1.  For  each  operator  determine  the  total  number  of  merit  rating  surchargeable 
incidents  in  each  of  the  three  years  prior  to  the  effective  date  of  the 
policy.  Label  them  as  follows: 

n  c  total  number  of  MR  surchargeable  incidents  in  1st  year  prior  to 
effective  date 

n.  =  total  number  of  MR  surchargeable  incidents  in  2nd  year  prior  to 
effective  date 

n_  =  total  number  of  MR  surchargeable  incidents  in  3rd  year  prior  to 
effective  date 

2.  For  each  of  the  above  incidents  calculate  the  maximum  assignable  points 
according  to  the  following  table: 

Incident  Type  Max.  Assign  Points 
OT  1 

AC  2 

DI,  DE  A 

3.  For  each  of  the  above  incidents  calculate  an  aging  point  deduction  which  will 
depend  upon 

a)  the  prior  year  in  which  the  incident  occurred. 

b)  the  triple  (n  ,  n  ,  n  )  of  MR  surchargeable  events  and 

c)  the  type  of  incident. 

Calculate  this  point  deduction  according  to  the  following  algorithm. 

A.  For  each  incident  within  the  1st  prior  year,  the  aging  point  deduction 
is  zero. 

B.  For  each  DI  and  DE  incident  in  any  year,  the  aging  point  deduction  is 
zero. 

C.  For  each  AC  and  OT  incident  in  either  the  2nd  prior  year  or  3rd  prior 
year,  the  aging  point  deduction  is  chosen  from  the  attached  table 
according  to  the  values  of  n  ,  n  ,  and  n  for  this  operator. 

A.   For  each  incident  subtract  the  calculated  "aging  point  deduction"  (Step  3) 
from  the  calculated  "maximum  assignable  points"  (Step  2)  to  arrive  at  the 
aged  points  for  that  incident.   The  minimum  allowable  value  of  the  "aged 
points"  is  zero.   The  aged  points  will  (generally)  not  be  an  integer  valued; 
they  should  be  kept  unrounded. 
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5.  For  each  incident  determine  a  forgiveness  factor  as  follows: 

A.  For  each  incident  in  the  1st  prior  year  the  forgiveness  factor  is  1. 

B.  For  each  incident  in  either  the  2nd  prior  or  3rd  prior  years  calculate  a 
"forgiveness  factor"  as  follows. 

i.  If  the  total  amount  of  paid  MR  surcharges  on  all  incidents,  for  this 
operator  is  zero,  then  the  "forgiveness  factor"  is  1. 

ii.  If  otherwise,  the  "forgiveness  factor"  is  calculated  as 

F  «=  .8  -  (X  *  Y)  where 

X  c  Total  amount  of  paid  MR  surcharge  dollars 

Y  «=  Total  amount  of  maximum  surcharge  dollars  due  for 
incidents  other  than  those  in  first  prior  year. 

The  minimum  allowable  value  of  the  "forgiveness  factor"  is  zero. 

6.  For  each  incident  the  final  SDIP  assigned  points  is  calculated  by  multiplying 
the  "Aged  Points"  (Step  4)  by  the  "Forgiveness  Factor"  (Step  5)  and  then 
rounding  that  result  to  the  nearest  integer  value  according  to  the  rounding 
procedure  expected  to  be  used  by  the  Merit  Rating  Board  for  1984  policies. 

7.  For  each  operator  add  together  all  the  final  SDIP  assigned  points  calculated 
for  each  of  the  MR  surcharge  incidents.   (There  should  be  n  *  n  +  n  point 
values  to  sum  for  each  operator).   This  summed  valued  is  the  SDIP  point  value 
assigned  to  the  operator. 

8.  Example  Calculations 

.  The  algorithm  above  (Steps  1-7)  can  be  applied  to  the  driving  histories 
of  the  operators  in  the  -previously  distributed  (and  attached)  set  of  SDIP 
Examples. 


Example  1 

Step  1  Incidents 

2  Types/Max  Pts 

3  Aging  Point  Deduction 
A  Aged  Points 

5  Forgiveness  Factor 

6  Incident  SDIP  Points 

7  Operator  SDIP  Points 

Example  2 

Step  1  Incidents 

2  Types/Max  Pts 

3  Aging  Point  Deduction 

4  Aged  Points 

5  Forgiveness  Factor 

6  Incident  SDIP  Points 

7  Operator  SDIP  Points 
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n.  ■  1,  fl^  ■  0,  n ,■  1 
OT/1  point,  0T/.1  point 

0  (Step  3A),  1.5  (Step  3C) 

1  ,  0 

1  (Step  5A),  1    (Step  5Bi) 
1  .  0 


This  outcome  differs  from  the  outcome  of  zero  for  the  unsafe  driver  points 
assigned  in  the  published  example  because  the  Merit  Rating  paid  surcharges  of  $50 
for  a  3/24/33  incident  on  a  1/1/84  policy  is  inconsistent  with  the  "forgiveness" 
algorithm  above. 


Example  3 

Step  1  Incidents 

2  Types/Max  Pts 

3  Aging  Point  Deduction 
A  Aged  Points 

5  Forgiveness  Factor 

6  Incident  SDIP  Points 

2 

7  Operator  SDIP  Points 
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n 


2,  n. 


0,  n. 


1   ""  "2   ~'  "3 
OT/1  point,  OT/1  point 

0  (Step  3A),  0  (Step  3A) 

1  .  1 

1  (Step  5A),  1  (Step  5A) 

1  .  1 
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1,  n3  -  1 


Example  A 

Step  1  Incidents  n.  =  1,  n„ 

2  Types/Max  Pts  DE/A  points,  AC/2  points,  OT/1  Point 

3  Aging  Point  Deduction  0  (Step  3A  or  B) ,  .5  (Step  3C) ,  .83  (Step  3C)  . 


A  Aged  Points 

A, 

1.5, 

.83 

5  Forgiveness  Factor 

1  (Step  5A), 

0, 

0 

6  Incident  SDIP  Points 

A, 

0, 

0 

3 
7  Operator  SDIP  Points 

A 

See  previous  footnote. 

3 
This  outcome  differs  from  the  outcome  of  5  for  the  unsafe  driver  points 

assigned  in  the  published  example  because  the  Merit  Rating  Board  database  for  this 

exercise  does  not  distinguish  surcharge  amount  paid  by  incident,  hence  the 

forgiveness  factor  is  calculated  from  the  history  of  all  incidents  and  i6  applied 

uniformly  to  all  incidents  exclusive  of  first  prior  year  incidents. 
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Point 

Deduction 

Table 

for 

Alternative 

Aging  Algorithm 

Points 

Points 

Total  Numb 

er  of  Incidents 

Deducted 

Deducted 

All  Types) 

In  Year6 

Prior  to 

Policy 

Year  1962 

from  each 
incident 

from  each 

1st 

2nd 

3rd 

incident 

rior  Year 

P 

rior  Year 

Prior  Year 

in  2nd 

in  3rd 

(nx) 

(n2) 

(V 

Prior  Year 
0 

Prior  Year 

0 

0 

0 

0 

0 

0 

1 

0 

2 

0 

0 

2 

or  more 

0 

2 

0 

1 

0 

0 

0 

1 

1 

1 

0 

1 

2 

or  more 

1 

0 

2 

or  more 

0 

0 

0 

2 

or  more 

1 

1 

0 

2 

or  more 

2 

or  more 

1 

0 

0 

0 

0 

0 

1 

0 

1.5 

1 

0 

2 

or  more 

•  0 

1.33 

1       - 

1 

0 

.5 

0 

1 

1 

.5 

.83 

1 

2 

or  more 

.5 

'.75 

2 

or  more 

0 

.33 

0 

2 

or  more 

1 

.33 

.58 

*■ 

2 

or  more 

2 

or  more 

.33 

.A7 

2  or  more 

0 

0 

0 

0 

2  or  more 

0 

1 

0 

1.33 

2  or  more 

0 

2 

or  more 

0 

1.17 

2  or  more 

1 

0 

.33 

0 

2  or  more 

1 

1 

.33 

.75 

2  or  more 

1 

2 

or  more 

.33 

.63 

2  or  more 

2 

or  more 

0 

.17 

0 

2  or  more 

2 

or  more 

1 

.17 

.47 

2  or  more 

2 

or  more 

- 

2 

or  more 

.17 

.32 

Notes:   1.  The  net  points  assigned  to  an  incident,  after  the  above  point 
deductions,  is  not  less  than  zero. 

2.  No  deduction  for  aging  of  DI ,  DE  incidents. 

3.  No  deduction  for  aging  of  incidents  in  the  most  recent  prior  year. 
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.  CREATE  POLICY  EXPOSURE  FILE  FOR  CALENDAR  YEAR  1982. 

Inquiry  responses  and  billing  adjustments  for  policies  with  one  or  more 
days  of  coverage  during  calendar  year  1982  are  selected  from  the  MRB  BILLING 
HISTORY  FILES.  The  selected  MRB  inquiry  responses  and  billing  adjustments 
are  combined  into  one  record  for  each  operator  for  each  policy.  The  one 
record  for  each  operator  contains  the  policy  information,  the  operator 
identification  and  operator  driving  history  data. 

RECORDS:  6,072,921 

.  SELECT  AT-FAULT  ACCIDENTS  THAT  OCCURRED  DURING  1982  FROM  MRB  ACCIDENT  FILE. 

NUMBER  1982  ACCIDENTS:      170,474  - 

.  MATCH  ACCIDENTS  WITH  EXPOSURE  FILE  USING  INVOLVED  OPERATOR  IDENTIFICATION. 

An  accident  is  assumed  to  match  if  the  operator's  ID  and  insurance 
company  code  from  the  accident  notice  match  that  of  the  exposure  file,  and 
the  incident  date  of  the  accident  is  within  the  policy  period. 

ACCIDENTS  IN:  170,474  • 

ACCIDENTS  MATCHED:         141,515 
ACCIDENTS  UNMATCHED  OUT:     28,959 

.  MATCH  ACCIDENTS  WITH  EXPOSURE  FILE  BY  POLICYHOLDER'S  OPERATOR  IDENTIFICATION. 

An  accident  is  assumed  to  match  if  the  policyholder's  operator  ID  and 
insurance  company  code  from  the  accident  notice  match  that  of  the  exposure 
file,  and  the  incident  date  of  the  accident  is  within  the  policy  period. 


THIS  STEP 

CUMULATIVE 

ACCIDENTS  IN: 

28,959 

170,474 

ACCIDENTS  MATCHED: 

17,948 

159,463 

ACCIDENTS  UNMATCHED  OUT: 

11,011 

11,011 

MATCH  ACCIDENTS  WITH  EXPOSURE  FILE  BY  INSURANCE  COMPANY  AND  POLICY  NUMBER; 
COMBINE  OPERATOR  RECORDS  INTO  ONE  RECORD  PER  POLICY. 


THIS  STEP 

CUMULATIVE 

ACCIDENTS  IN: 

11,011 

170,474 

ACCIDENTS  MATCHED: 

1,725 

161,188 

ACCIDENTS  UNMATCHED  OUT: 

9,286 

9,286 

POLICY  RECORDS:         4,16/,*758 
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3. 


CREATE  MRB  SAFE  DRIVER  RATING  TABLE  FILE  AND  SUMMARY  REPORTS. 


SAFE  DRIVER  RATING  TABLE  FILE: 

NUMBER  RECORDS  8,166 

TOTAL  NUMBER  ACCIDENT  CLAIMS     161,188 
TOTAL  POLICY  DAYS  IN  1982    880,302,351 
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"MRB-RATE-TBL" 


SAFE  DRIVER  RATING  TABLE  FILE 


'  The  SAFE  DRIVER  RATING  TABLE  FILE  contains  one  record  for  each  entry,  or  cell, 
n  a  6  x  28  x  10  x  5  x  3  table.  A  record  is  not  created  for  an  entry  if  both 
otal  fields  are  zero.  The  records  are  organized  in  ascending  sequence  by  the 
ecord  identification  key  described  below. 

<\GNETIC  TAPE  SPECIFICATIONS 
9-track  tape,  1600  BPI 
ASCII  character  set 

ILE  DEFINITION 

ANSI  standard  labels 
File  Identifier  is  ,,MRB-RATE-TBL" 
Block  contains  400  records 
Record  contains  24  characters 


JBR 


RECORD  DESCRIPTION 

jDATA  ELEMENT  DESCRIPTION 


FROM 

TO 

1 

1 

2 

3 

4 

5 

6 

6 

7 

7 

8 

13 

14 

24 

LENGTH 


n 


CONTENTS 


1 
2 


RECORD  IDENTIFICATION: 

Age  Class  based  on  ages  of  operators  on  the 


policy  effective  date. 

Territory  of  the  policy  using  the  proposed 
1984  Territory  Table.  Territory  number  27 
is  used  for  l nation  .codes  .in  error. 

Number  of  Points  based  on  the  offenses  within 
the  3-year  experience  period  of  the  operators 
on  the  policy.  Cap  is  9. 

Number  of  Accident  Offenses  within  the  3-year 
e_period. 
Cap  is  4. 


1 
2 


U. 


2,3,4,5,6 
00  to  27 


2    i       00  to  09 


,ej<perieiice__period.  of  the  operators  on  the 
pol icy. 


Number  of  Accident  Claims  during  c_aj_endar 
year  1982  for  the  policy.     Cap  is  2. 

TOTALS: 

Total  Number  of  Accident  Claims  during  calen- 
dar  year  1982  for  all  policies  included  in 
the  given  record  (cell  or  table  entry). 


Total  Policy  Days)  Exposure  during  calendar 
year  1982 "tor  an  policies  included  in  the 
given  record  (cell  or  table  entry). 


•^r 


11 


0,1,2,3,4; 


0,1,2! 


/»  * 
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1 


AGE  CLASS  NUMBER 


DEFINITION 


1 
2 
3 

4 
5 
6 


All  operators  23  years  and  older 

All  operators  20  to  22  years 

One  or  more  operators  20  to  22  years,  another  23  years  or  older 

All  operators  16  to  19  years 

One  or  more  operators  16  to  19  years,  another  20  years  or. older 

Operator  date  of  birth  not  given 


— 
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/ 
FO      SAFE-DRIVER-RATE-TABLE 

__,.._._    RECORDING    MODE.  ..IS    OECIMAL  .HYPERJENSJTY 

BLOCK   CONTAINS    <»00    RECORDS 
RECORO    CONTAINS    Zk    CHARACTERS 

LABEL    RECORDS    ARE    STANRARD 

VALUE    OF    FILE-ID    IS ~*MRB-RATE-TBL* 

_\_       DATA    RECORD    IS    SDRTBLrREC. i .- 

..01  _  SDRTBL-REC 

0  3      SDRTBL-KEY. 

05      SDRTBL-AGE-CLASS  PIC    9. 

05      S0RT8L-TERRIT0RY PIC  .99. 

...- 05      SDRTBL-NBR-PCINTS PIC    99. 

05       SDRTBL-NBR-ACCIDENT-OFFENSES     .      PIC    9. 

05       SORTBL-NBR-_ACCID£NT-CLAIMS PIC  „9. 

03      SORTBL-TOTALS. 

05      SORTBL-TCTAL-NBR-ACCIDENTS                 PIC    S9(6I. 
_ 05..   SORTBL-TOTAL-POLICY-DAYS . PIC_S9(il). 
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Explanatory  Notes 


1.  DIFFERENCES  FROM  REPORTS  PRODUCED  ON  09-13-83 

Some  errors  in  the  data  were  handled  differently  for  these  reports. 
This  resulted  in  a  change  in  total  policy  years  exposure  of  0.3%  and  in  a 
change  in  Age  Class  for  a  few  (6)  policies. 

2.  TAPE  RECORD  DESCRIPTION  CHANGES 
Age  Class  field  contents  may  be  1,  2,.  3,  4,  5,  6  or  7. 


Age  Class  1 
Age  Class  6 
Age  Class  7 


All  operators  23  years  and  older,  none  over  64 
One  or  more  operators  65  or  older,  none  under  23 
Operator  date  of  birth  not  given 


Number  of  Points  field  contents  may  be  01  through  11. 
Number  of  Points  =  01:  Policy  is  credit  eligible 
Number  of  Points  =  02  through  11:  Policy  point  values  00  through  09 

3.  RANDOM  NUMBERS  FOR  AGING  OF  OFFENSES 

Random  numbers  for  aging  of  offenses  were  computed  using  a 
random  number  routine  that  generates  integers  in  the  interval: 

Co,  223  -a] 

Random  numbers  from  1  to  365  were  computed  by  adding  1  to  the 
remainder  of  dividing  365  into  the  number  generated  by  the  random 
number  routine. 

The  random  number  routine  was  written  for  the  RMV  CDC  3500  computer 
using  the  theory  and  guidelines  of  D.  E.  Knuth.  The  method  is  sometimes 
called  the  mixed  or  linear  congruential  method.  The  function  is  of  the  form: 

N.  +  .  =  aN.  +  c   (modulo  m) 

•   23 
m  =  2    for  the  CDC  -3500  computer 

According  to  Knuth's  rules  based  on  number  theory,  a  and  c 
should  have  the  following  properties: 

1)  a  mod  8^5, 

2)  (m  /  100)  <  a  <  m    -  fm, 

3)  the  binary  digits  of  a  have  no  obvious  pattern, 

4)  (c  /  m)«:(l/2)  -  (1/6)  tT3", 

5)  c  is  an  odd  integer. 
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I,  Robert  C.  XacNichoil,  depose  and  stata  as  fellows: 

4 

1.  I  am  a  Casualty  Actuary  with  the  Stats  Rating  Eureau  of 
tha  Massachusetts  Division  of  Insurance  (SRB)  ,  280  Friand 
Straat,  Boston,  Massachusetts.  My  educational  background 
includes  a  B.A.  in  mathematics  from  Marrimack  College  and  a 
M.A.  in  mathematics  from  Wayne  State  University.   I  have  passed 
thrae  of  the  actuarial  exams  given  by  the  Casualty  Actuarial 
society.   I  have  been  in  my  present  position  since  October  1981 
and  have  participated  in  and  testified  before  the  Commissioner 
of  Insurance  in  the  rate  hearings  to  set  private  passenger 
automobile  rates  for  1983,  1984,  1985,^1986,  1987,  1988  and 
1989. 

2.  I  participated  on  behalf  of  the  SRB,  together  with  the 
Massachusetts  Attorney  General  and  the  Massachusetts  Automobile 
Rating  and  Accident  Prevention  Bureau  (MARB) /  in  the 
development  of  tha  attached  "1990  Massachusetts  Private 
Passenger  Automobile  Safe  Driver  Insurance  Plan"  (1990  SDIP). 

3.  The  parties  designed  the  1990  SDIP  to  be  adequate,  fair 
and  consonant  with  the  mandates  and  objectives  of  the  law.   To 


i* 


the  beast  o-  r.y  Xr.ovl.scgQ  and  ballad,  th*  da'ca  ana  caicul :rti cr..~ 
leading  be  tha  final  text  cf  the  plin  ars  cenpiata  and 
accurals.  Adscrdingiy-,  the  srb  r-sc-rsaenda  that  such  a  plan  fca 
adeprsd  by  tha  cenni-ssiensr  of  Instance  as  the  official  1990 
Haaaachus6t"t3  Private  Passenger  5a.fi  Driver  insurance  Plan, 


i?\  r 


Sitrnad  ur.dsr  ths  pains   and  penalties   of  perjury  x;his    ,  -   /  :J\ 
day  of  July  cf  I98S. 


^ 


t:.-C-'<   - 


Rcbart  C.  MacNicholl 
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AFFIDAVIT  OF  ALAN  M.  ZASLAVSKY 


I  Alan  M.  Zaslavsky,  depose  and  state  as  follows: 

1.  I  am  an  independent  statistical  consultant  employed  by 
the  Attorney  General's  Office.   My  residence  and  place  of 
business  are  at  149  Prospect  Street,  Cambridge,  Massachusetts. 
My  educational  background  includes  a  B.A.  from  Harvard  College 
in  1969,  a  M.S.  from  Northeastern  University  in  1984  and  a 
Ph.D.  in  Applied  Mathematics  (Statistics  specialty)  from  the 
Massachusetts  Institute  of  Technology  in  1989. 

I  performed  statistical  analysis  on  the  SDIP  and 
participated  in  preparing  the  Attorney  General's  SDIP  filings 
for  1987,  1988  and  1989  rates.   I  also  performed  statistical 
analysis  and  participated  in  preparing  the  State  Rating 
Bureau's  filings  on  Experience  Rating  in  Medical  Malpractice 
Insurance  for  1987,  1988  and  1989  rates. 

2.  I  participated  on  behalf  of  the  Attorney  General's 
Office,  together  with  the  State  Rating  Bureau  and  the 
Massachusetts  Automobile  Rating  and  Accident  Prevention  Bureau 
(MARB) ,  in  the  development  of  the  attached  "1990  Massachusetts 
Private  Passenger  Automobile  Safe  Driver  Insurance  Plan"  (1990 
SDIP) . 

3.  I  am  specifically  responsible  for  the  text  of  the 
Technical  Appendix  and  Exhibits  1-7  of  the  1990  SDIP  filing. 


4.   The  parties  designed  the  1990  SDIP  to  be  adequate,  fair 
and  consonant  with  the  mandates  and  objectives  of  the  law.   To 
the  best  of  my  knowledge  and  belief,  the  data  and  calculations 
leading  to  the  final  text  of  the  plan  are  complete  and 
accurate.   Accordingly,  the  Attorney  General  recommends  that 
^uch  a  plan  be  adopted  by  the  Commissioner  of  Insurance  as  the 
official  1990  Massachusetts  Private  Passenger  Safe  Driver 
Insurance  Plan. 


Signed  under  the  pains  and  penalties  of  perjury  this 
day  of  July  of  1989. 


/ 


£ 


L, 


Yt  Tfi 


Alan  M.  ZaslaVsky 
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AFFIDAVIT  OF  HOWARD  C.  MAHLER 


I,  Howard  C.  Mahler,  depose  and  state  as  follows: 

1.  I  am  Vice  President  and  Actuary  of  the  Massachusetts 
Rating  Bureaus,  40  Broad  Street,  Boston,  Massachusetts.   My 
educational  background  includes  a  Bachelor's  degree  in 
mathematics  from  Queens  College,  New  York,  New  York  in  1972, 
and  a  Master's  degree  in  mathematics  from  Princeton  University 
in  1976.   I  am  a  Fellow  of  the  Casualty  Actuarial  Society  and  a 
Vice-chairman  of  the  Casualty  Actuarial  Examination  Committee; 

I  am  also  a  member  of  the  American  Academy  of  Actuaries.   I 
have  published  several  papers  in  the  Proceedings  of  the 
Casualty  Actuarial  Society.   Prior  to  my  employment  with  the 
Massachusetts  Rating  Bureaus  in  1984,  I  was  an  independent 
actuarial  consultant;   Director  of  the  State  Rating  Bureau  from 
1981  to  1984;   Actuary  with  the  State  Rating  Bureau  from  1980 
to  1981;  and  Actuary  with  the  Continental  Insurance  Company, 
New  York,  New  York  from  1977  to  1980.   I  have  previously 
participated  in  and  testified  before  the  Commissioner  of 
Insurance  in  numerous  rate  proceedings,  including  the 
following:   private  passenger  automobile  (1981,  1982,  1983, 
1984,  1986,  1987,  1988,  1989),  worker's  compensation  (1982, 
1983,  and  1987)  . 

2.  I  participated  on  behalf  of  the  Massachusetts 
Automobile  Rating  and  Accident  Prevention  Bureau  (MARB) , 


together  with  the  Massachusetts  Attorney  General  and  the  State 
Rating  Bureau,  in  the  development  of  the  attached  "1990 
Massachusetts  Private  Passenger  Automobile  Safe  Driver 
Insurance  Plan"  (1990  SDIP). 

3.  I  am  specifically  responsible  for  Exhibits  8a-8d  of 
this  1990  SDIP  filing. 

4.  The  parties  designed  the  1990  SDIP  to  De  adequate,  fair 
and  consonant  with  the  mandates  and  objectives  of  the  law.   To 
the  best  of  my  knowledge  and  beDief,  the  data  and  calculations 
leading  to  the  final  text  of  the  plan  are  complete  and 
accurate.   Accordingly,  the  MARB  recommends  that  such  a  plan  be 
adopted  by  the  Commissioner  of  Insurance  as  the  official  1990 
Massachusetts  Private  Passenger  Safe  Driver  Insurance  Plan. 


Signed  under  the  pains  and  penalties  of  perjury  this  °*  / 
day  of  July  of  1989. 


ih 


^JUu^u  c  WtcJdj^ 


Howard  C.  Mahler 


08841 


-  2  - 


1990  Massachusetts  Private  Passenger  Automobile 
Safe  Driver  Insurance  Plan 
Summary  of  Recommendations 


This  filing  represents  the  recommendations  of  the  MARB,  the 
Attorney  General  and  the  SRB,  for  the  Safe  Driver  Insurance 
Plan  ("Plan'H  .   In  accordance  with  the  Sections  38  of  c.  273  of 
the  Acts  of  1988  the  plan  for  1990  will  take  on  a  different 
form  from  the  plan  currently  in  use.  • 

Due  to  the  extent  of  the  changes,  the  need  to  promote  the 
new  system,  and  the  technical  aspects  of  balancing  the 
"charges"  to  "bad"  drivers  with  the  "credits"  to  "good" 
drivers,  it  is  necessary  that  a  decision  be  made  as  early  as 
possible  on  the  structure  of  this  new  plan.   In  order  to 
facilitate  the  hearing  process,  the  SRB,  the  Attorney  General 
and  the  MARB  have  agreed  on  the  plan  described  below. 
The  Current  SDIP  Plan 

The  current  plan  allows  for  13  driver  categories,  3  of 
which  give  credits  to  drivers  who  have  had  clean  records  for  3 , 
4  or  5  years;  9  are  for  drivers  who  have  accumulated  points  for 
driving  incidents  and  have  to  pay  a  surcharge  based  on  their 
total  points;  and  one  category  is  for  inexperienced  clean 
drivers,  drivers  whose  incidents  have  aged,  or  first  time  minor 
offenders  who  neither  receive  a  credit  nor  pay  a  surcharge. 

Driving  incidents  are  assigned  point  values  (from  1  to  4) 
based  on  the  seriousness  of  the  incident.   Incidents  classified 


as  "Minor  Moving  Violations"  are  assigned  one  point;  incidents 
classified  as  "Minor  At-Fault  Accidents"  receive  two  points; 
incidents  classified  as  "Major  At-Fault  Accidents"  receive 
three  points;  and  incidents  classified  as  "Major  Moving 
Violations"  incur  the  harshest  penalty,  four  points.   The  last 
category  is  further  penalized  under  the  current  plan  by 
maintaining  the  4  points  for  a  3  year  period,  while  each  of  the 
other  categories  has  its  point  value  reduced  by  1  point  for 
each  incident  free  year. 

Credits,  given  to  drivers  with  clean  records  for  3,4  or  5 
years,  are  a  percentage  of  the  total  Property  Damage  Liability 
rate  subject  to  a  maximum  (cap)  amount. 
The  Reform  Law 

Section  38  of  c.  273   of  the  Acts  of  1988,  the  auto 
insurance  reform  law,  eliminated  the  prior  restriction  on  using 
incidents  more  than  three  years  old  to  determine  surcharges  and 
credits.   Under  c.  273,  the  SDIP  can  reward  longer  periods  of 
incident-free  driving.   Such  surcharge  and  credit  systems  - 
called  "bonus/malus"  plans  -  are  common  in  Europe.  Bonus/malus 
plans  are  perceived  as  creating  significant  incentives  for 
safer  driving  and  for  the  resolution  of  small  claims  outside 
the  insurance  system. 
The  Plans  Analyzed  by  the  Parties 

In  order  to  conform  to  the  reform  law,  several 

"bonus/malus"  systems  have  been  considered  for  1990  by  a  joint 

working  group  of  the  AG,  MARB  and  SRB.   Under  this  type  of  plan 
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"incidents"  result  in  movement  to  higher  premium  levels  and 

clean  years  result  in  movement  to  lower  premium  levels.   The 

parties  have  established  data-definitions  to  permit  the 

analysis  of  up  to  15  years  of  incident  free  driving.   The 

analysis  in  this  filing  is  based  on  five  years  of  data,  the 

most  recent  year  being  1987.   The  1990  SDIP  will  reflect  the 

1988  data  and  therefore  will  impose  surcharges  and  credits 

based  on  six  years  of  driving  experience.   The  parties 

anticipate  that  an  additional  year  of  experience  will  be  added 

each  year  until  a  maximum  credit  level  is  reached.   It  is 

anticipated  that  the  maximum  credit  will  be  set  at 

approximately  ten  incident-free  years.   The  parties  make  no 

recommendations  on  this  issue  this  year,  since  resolution  of 

this  issue  is  unnecessary  at  this  time. 

Data  was  requested  from  the  Merit  Rating  Board  to  evaluate 

the  following  three  schedules  of  steps 

Schedule  of  Steps 
Plan  A    Plan  B    Plan  C 

Minor  Traffic  Law  Violation  2  2  3 

Minor  At-Fault  Accident  3  4  5 

Major  At-Fault  Accident  4  6  7 

Major  Traffic  Law  Violation  5  8  10 

Under  all  three  plans  a  new  driver  enters  the  system  at 

Step  15.   Under  each  plan,  a  driver  would  move  to  a  lower 

numbered  step  for  each  incident  free  year.   In  1990  the  lowest 

step  number  would  be  Step  9  for  a  driver  with  no  incident  in 

the  last  6  years.   Each  incident  would  move  a  driver  the  number 

t 

of  steps  specified  under  each  plan  to  a  higher  premium  step. 
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Choice  of  a  Point  Plan 


The  parties  recommend  the  adoption  of  Plan  A  based  on  the 
goodness  of  fit  of  the  three  plans  and  the  pure  premium 
increments  between  point  values,  determined  using  Policy  Year 
1988  data  compiled  by  the  Merit  Rating  Board. 

Two  criteria  were  applied  for  choice  of  a  point  plan  for 
the  SDIP.   The  first  criterion  is  the  goodness  of  fit  of  linear 
surcharges  and  credits  (equal  increments  per  point) .   By  this 
criterion,  Plan  A  gives  a  slightly  better  fit  than  Plan  B  and 
both  give  better  fits  than  Plan  C. 

The  second  criterion  is  the  relative  point  values  assigned 

to  different  types  of  incidents.   The  table  below  shows  the 

indications  (described  further  in  the  Technical  Appendix)  for 

the  relative  values  of  the  different  types  of  incidents  under 

the  various  plans.   (A  single  incident  in  a  year  has  a  net 

cost  of  an  additional  step  for  the  loss  of  the  clean-year  step 

and  this  extra  point  has  been  counted  in  the  table.) 

Incident  type      Indi 

Minor  violation 
Minor  accident 
Major  accident 
Major  violation 

Of  the  plans,  Plan  A  is  equal  to  the  indicated  ratio.   By 
both  of  these  criteria,  Plan  A  is  the  preferred  plan,  but  Plan 
B  would  also  be  acceptable. 

For  1990  Plan  A  has  a  structure  whereby  the  6  year 
incident-free  driver  would  be  in  Step  9;  a  new  driver  would  be 
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in  Step  15;  a  driver  in  the  highest  rated  category  would  be  in 
Step  3  5;  and  the  average  rated  class  would  approximately 
correspond  to  Step  13.   Thus  under  Plan  A,  a  minor  traffic 
violation  would  result  in  a  Step  15  driver  moving  to  Step  17,  a 
Step  2  0  driver  (a  driver  with  previous  surcharges)  to  Step  22, 
and  so  forth.   (Because  of  the  Buell  Amendment,  discussed  at 
greater  length  below,  a  first  minor,  non  criminal  violation 
would  not  result  in  a  surcharge,  but  would  preclude  a  driver 
from  moving  into  a  higher  credit  class.) 

Minor  at-fault  accidents,  major  at-fault  accidents  and 
major  traffic  law  violations  under  Plan  A  would  move  drivers  by 
3,  4  and  5  steps  respectively.   Thus  a  driver  with  a  DWI 
conviction  would  take  5  years  to  regain  his  pre-conviction 
status  if  he  had  no  further  incidents. 

New  drivers  to  Massachusetts,  whether  experienced  or 
inexperienced,  would  start  at  Step  15  and  move  to  a  lower  step 
with  each  year  of  incident-free  driving.   Drivers  insured  in 
Massachusetts  for  the  past  six  years  will  be  placed  at  the  step 
determined  by  their  surcharge  points  and  incident-free  years 
during  that  period  as  if  they  had  entered  the  state  six  years 
ago  at  Step  15.   Drivers  insured  in  Massachusetts  for  less  than 
six  years  will  be  treated  in  the  same  fashion  based  on  their 
Massachusetts  experience. 
Terminology 

The  parties  suggest  that  the  different  groups  of  drivers 
with  a  similar  status  under  the  SDIP  be  referred  to  as 
"steps".   (Thus  an  entry  level  driver  would  be  at  Step  15. 
After  one  incident  free  year  that  driver  would  move  to  Step 
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14.)   To  refer  to  them  as  "classes"  rather  than  "steps"  would 
confuse  them  with  driver  classes. 

The  "excellent  driver  award"  would  be  given  to  those 
insureds  at  the  best  possible  step;  for  1990  that  is  Step  9,  or 
six  years  incident  free. 

The  effect  of  5  years  of  incident  free  driving,  which  is 
discussed  below,  is  referred  to  as  a  "clean  slate". 
Selecting  the  Maximum  Surcharged  Step 

If  the'  new  system  is  to  have  approximately  the  same  number 
of  drivers  in  its  highest  rated  step  as  the  current  system  has 
in  its  highest  rated  point  value  group,  then  Plan  A  would  have 
to  go  up  to  Step  36,  Plan  B  to  Step  40  and  Plan  C  to  Step  49. 
The  parties  recommend  that  Plan  A  be  capped  at  Step  35. 

If  the  average  compulsory  surcharge  per  point  level  is  set 
at  $25,  and  the  average  collision  surcharge  per  point  level  is 
set  at  $17,  then,  over  the  22  classes  which  are  above  average, 
the  average  surcharge  at  the  highest  SDIP  level  would  be  about 
$720,  compared  with  the  current  maximum  surcharge  of  $1100. 
The  overall  effect  of  this  structure  would  be  to  impose  larger 
aggregate  charges  than  in  the  past,  however,  because  total 
points  can  only  be  reduced  by  one  each  year,  so  a  person  who 
neither  reaches  the  highest  or  lowest  class  levels,  nor  has  a  5 
year  incident  free  period  as  discussed  below,  will  always  be 
significantly  worse  than  he  would  have  been  had  a  particular 
incident  not  occurred. 


Pricing  the  Steps 

There  are  three  issues  that  must  be  resolved  in  determining 
the  pricing  of  the  credit  and  surcharge  steps.   These  issues 
are  (a)  the  coverages  to  which  the  surcharges  and  credits  are 
applied,  (b)  whether  surcharges  and  credits  are  flat  dollars, 
percentages  or  capped  percentages  and  (c)  whether  the  steps 
should  be  constant  increments. 

Since  the  rates  will  be  balanced  by  class/territory  cell 
following  the  calculation  of  the  SDIP,  the  method  of 
determining  credits  and  surcharges  will  affect  the  relative 
pricing  of  surcharges  and  credits  in  each  cell,  but  will  not 
cause  a  subsidy  between  cells. 
Coverages 

Currently,  SDIP  credits  are  a  percentage  of  PDL  premiums 

(including  increased  limits).   We  propose  that  SDIP  surcharges 

and  credits  be  a  percentage  of  the  premiums  for  the  following 

major  coverages,  each  of  whose  premium  is  separately  stated  on 

the  insured's  bill: 

A-l 

A-2  (including  deductibles) 

PDL  (including  increased  limits) 

Collision  (including  buybacks  and  waivers  of  deductible) 

The  first  three,  which  are  liability  coverages,  would  have 
the  same  percentage  applied  to  their  premiums.   Collision, 
which  is  an  optional  physical  damage  coverage,  would  have  a 
separately  determined  percentage  applied  to  its  premium. 
Structure  of  Surcharges  and  Credits    , 

Given  the  wide  variation  in  collision  premiums  by  vehicle 
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price  and  model  year,  a  percentage  structure  was  the  clear 
choice  for  collision. 

For  liability,  the  parties  carefully  studied  three 
different  structures:   flat  dollar -amounts,  percentages,  and 
capped  percentages.   The  flat  dollar  structure  fit  not  quite  as 
well  to  the  observed  loss  experience  as  the  percentage 
structure.   While  the  "percentage  structure  did  not  fit  quite  as 
well  as  a  capped  percentage  structure,    the  difference 

between  the  credits  and  surcharges  on  the  two  structures  were 

-  2/ 

not  large  and  affected  relatively  few  insureds.—7 

Thus  the  parties  recommend  a  percentage  credit  and 
surcharge  structure  for  both  liability  and  collision. 
Surcharge  and  Credit  Increments 

The  parties  determined  that  the  indicated  increments  were 
approximately  the  same  between  adjacent  steps  over  the  range  of 
steps.   Having  increments  between  steps  of  equal  size  is 
somewhat  simpler.   Therefore,  the  parties  recommend  this  year 
that  the  increments  between  different  steps  be  of  equal  size. 

However,  the  liability  and  collision  increments  were 
indicated  to  be  of  significantly  different  sizes,  when 


1/   A  capped  percentage,  which  uses  two  parameters  rather  than 
one,  is  generally  between  a  flat  and  percentage  structure. 

2/   Under  all  of  the  tested  structures,  credits  and  surcharges 
will  be  balanced  by  class/ territory  cell.   Therefore,  no 
class/territory  cell  is  adversely  affected  as  a  whole  by  the 
choice  of  structure. 


expressed  as  a  percentage  of  applicable  premiums.   For 
liability  the  indication  is  7.4%.   For  collision  the  indication 
is  5.0%.   Therefore,  the  parties  recommend  that  separate 
percentages  apply  to  liability  and  collision. 

The  parties  recommend  7%  between  steps  for  liability  and  5% 
between  steps  for  collision. 
The  5  Year  "Clean  Slate" 

All  the  bonus/malus  plans  considered  penalize  incidents  for 
a  longer  period  than  the  current  SDIP  system.   (Under  the 
curent  SDIP  a  driver  is  credit  eligible  after  3  years  without 
an  incident) .   Even  under  Plan  A,  the  least  penalty  oriented 
plan  considered  by  the  parties,  a  driver  with  several  major 
incidents  will  take  nearly  a  decade  to  regain  the  pre-surcharge 
status.   In  order  to  encourage  safer  driving  by  drivers  with 
prior  surcharges,  the  parties  recommend  that  drivers  who  have 
been  incident-free  for  five  years,  but  are  at  a  step  higher 
than  Step  15,  be  moved  to  Step  15. 
Buell  Amendment 

Whichever  method  is  adopted,  the  Buell  Amendment  must  be 

considered.   Currently,  no  points  are  charged  to  a  driver  for  a 

non-criminal,  minor  moving  violation  if  it  is  the  first  traffic 

violation  in  the  experience  period.   If  this  law  carries  over 

to  the  new  system,  it  would  appear  that  a  driver  would  stay  in 

his  point  class  if  he  incurs  his  first  moving  violation  in  the 

experience  period  (currently  6  years) ,  and  it  is  a 

non-criminal,  minor  (two  point)  violation. 
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Reclassification  of  Incidents 

Although  the  classifications  of  incidents  can  remain 
largely  intact  for  the  new  plan,  the  parties  recommend  that 
several  minor  violations  be  shifted  to  the  major  violation 
category  based  on  the  single-incident  pure  premiums  for  these 
incidents.   The  parties  recommend  that  following  incidents 
could  be  considered  for  reclassification: 


Code  4 : 
Code  7 : 
Code  14: 


License  Suspended 

Leaving  Scene  of  an  Accident 

Refusal  to  Submit  to  Officer 


Code  10  (license  restrictions)  which  has  included  losses 
comparable  to  the  existing  4  point  violations  is  not 
recommended  for  reclassification  since  it  includes  a 
heterogeneous  group  of  offenses.   (See  Exhibit  9) . 

Several  minor  moving  violations  (Lane  violations,  Code  15; 
Improper  Passing,  Code  12;  Minor  Traffic  Law  Violation,  Code 
20)  had  indicated  losses  comparable  to  the  Minor  At-Fault 
Accidents.   Since  these  were  relatively  infreguent  citations, 
the  parties  do  not  recommend  reclassification  of  these  codes  at 
this  time. 
Reconciliation  of  the  SDIP 

Each  year  the  SDIP  credits  and  surcharges  are  reconciled  so 
that,  if  total  credits  given  out  are  higher  than  surcharges 
collected,  the  difference  can  be  loaded  into  the  rates  for  the 
following  year  (or  subtracted  out  if  surcharges  collected  are 
higher  than  credits  given  out) .   This  is  an  important  aspect  of 
the  plan  and  should  be  continued  in  a  similar  manner  as  has 
been  done  in  the  past. 
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Balancing  bv  Class/Territory  Cell 

When  the  exact  parameters  of  the  plan  have  been  determined, 
the  plan  should  be  balanced  by  class/territory  cell  so  that 
total  premium  by  cell  remains  constant.   This  is  the  way  the 
plan  has  been  balanced  in  the  past,  with  all  the  extra  premium 
paid  by  those  surcharged  drivers  in  a  class/territory  cell 
going  to  those  drivers  in  the  same  cell  who  received  credits. 
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Technical  appendix  -  1990  Experience  Rating  Plan 

1.  Description  of  data  sets. 

Two  data  sets  were  provided  by  the  Merit  Rating  Board  and  were  the  basis  of  the 
analyses  performed  for  design  and  pricing  of  the  SDIP. 

The  Phase  I  dataset  classified  drivers  with  zero  or  one  surchargeable  incident(s) 
in  the  5-year  experience  period  by  class,  territory,  type  of  incident,  and  number  of 
clean  years  since  the  incident.  The  Phase  II  dataset  classified  all  drivers  by  class, 
territory,  SDIP  point  level,  and  whether  or  not  the  driver  had  an  incident  in  the 
previous  year.  Four  versions  of  the  Phase  II  dataset  were  created,  one  for  the  old 
SDIFplan  and  one  for  each  of  the  three  proposals  (Plans  A,  B  and  C). 

In  both  data  sets,  for  each  cell  the  items  provided  were:  exposures,  total  losses, 
number  of  incidents,  and  total  of  squared  losses.  These  items  were  provided  with 
reference  to  total  at-fault  losses  and  also  with  reference  to  collision  losses.  At-fault 
losses  are  defined  as  they  have  been  traditionally  in  the  SDIP,  that  is  as  100%  of  Al, 
B  (basic  and  increased),  and  PPL  (basic  and  increased),  plus  50%  of  A2  and  Med.  Pay 
and  66%  of  Collision  losses.  Losses  in  the  collision  part  of  the  datasets  are  100%  of 
collision  losses. 

Cells  with  less  than  five  years  of  exposure  were  deleted  from  the  data  sets  used 
for  analysis  becau  e  in  many  cases  these  were  believed  to  have  been  included  in 
error  in  the  company  loss  reports.  (This  operation  had  little  effect  on  estimates  of 
plan  parameters  but  made  the  lack-of-fit  estimates  more  stable.)  Cells 
corresponding  to  invalidly  recorded  class,  territory  or  SDIP  level  or  out-of-state 
drivers  were  also  omitted  form  the  analysis.  Liability  at-fault  losses  were  calculated 
by  subtracting  66%  of  collision  losses  for  a  given  cell  from  total  at-fault  losses. 

2.  Exposures  by  point  level. 

Exposures  (in  driver-years),  cumulative  exposures  (added  from  the  bottom  up) 
and  percent  cumulative  exposures  were  calculated  for  each  of  the  four  SDIP  plans 
and  are  displayed  in  Exhibit  1. 

SDEP  level  9  in  the  old  system  (representing  drivers  with  9  or  more  points)  has 
0.33%  of  the  exposures.  This  portion  of  the  total  exposures  can  be  closely  matched  by 
setting  the  following  ceilings  on  point  totals  under  the  various  plans: 
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Plan  A 

36  points 

PlanB 

40  points 

PlanC 

45  Points 

For  comparability  and  realism,  all  models  involving  SDIP  point  levels  were  fitted 
using  only  drivers  with  up  to  the  number  of  points  in  the  above  table,  i.e.  omitting 
approximately  the  worst  0.3%  of  drivers  in  number  of  SDIP  points.  Drivers  with 
over  the  the  maximum  number  of  points  are  assumed  to  be  as  bad  as  the  drivers  just 
at  the  maximum. 

3.  General  description  of  least-squares  methodology. 

The  primary  methodology  used  for  estimating  plan  parameters  was  least-squares 
fitting.  For  any  values  of  the  model  or  plan  parameters,  the  exposure- weighted 
mean  of  squared  deviations  between  the  observed  pure  premium  for  a  cell  and  the 
pure  premium  predicted  by  the  plan  could  be  calculated.  Least  squares  estimates  of 
the  parameters  are  those  which  make  this  quantity  (the  "Mean  Squared  Error"  or 
MSE)  as  small  as  possible.  The  MSE  or  its  square  root  (root-mean-square  error  or 
RMS  error)  are  a  measure  of  how  close  the  plan  or  model  comes  to  predicting  the 
losses  in  each  cell.  (Due  to  the  randomness  in  the  occurrence  and  sizes  of  incidents, 
every  plan  will  have  some  error.) 

Least-squares  estimation  may  be  regarded  as  a  generalization  of  calculation  of 
weighted  averages.  For  example,  if  every  class-territory  cell  had  the  same  point- 
level  exposure  distribution,  the  differentials  by  point  estimated  by  least  squares 
would  be  a  weighted  mean  (average)  of  the  corresponding  differentials  by  class- 
territory  cell.  The  least-squares  estimates  of  differentials  are  equivalent  to  a  more 
complicated  weighting  scheme  when  the  exposure  distributions  vary  from  cell  to  cell. 

As  a  check  on  the  robustness  of  the  results  with  respect  to  the  fitting  criterion, 
some  comparisons  were  made  between  least  squared  error  fits  and  least  squared 
relative  error  fits,  i.e.  minimizing  the  mean  of  squares  of  error  divided  by  prediction 
for  each  cell.  The  results  were  similar  with  the  modified  criterion. 

The  design  of  the  plans  considered  was  further  constrained  by  the  requirement 
that  every  class-territory  cell  should  be  in  balance,  so  revenue  would  be  transfered 
only  between  SDIP  levels  within  a  class-territory  cell.       , 
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4.  Single-incident  driver  analysis. 

The  Phase  I  dataset  was  used  to  estimate  the  effect  on  anticipated  losses  of  the 
various  types  of  incidents.  Drivers  with  a  single  incident  were  used  in  this 
comparison  to  isolate  the  effects  of  each  type  of  incident.  Since  most  drivers  have 
only  one  incident  (or  none  at  all),  the  results  obtained  here  are  directly  applicable  to 
the  bulk  of  the  drivers  classified  under  the  SDIP,  and  indicative  for  multi-incident 
drivers. 

A  model  was  fitted  of  the  form  it!  .  =a  .4-8..  where  .rt  ,  is  the  loss  pure  premium  for 

cti  ct  i'  cti  r  r 

class  c,  territory  t,  and  incident  type  i,  act  is  a  parameter  for  the  class-territory 
corresponding  to  the  pure  premium  for  incident-free  drivers,  and  8(  is  the  additional 
pure  premium  for  a  driver  with  a  single  incident  of  type  i.  The  codes  for  the  various 
incidents  are  listed  in  Exhibit  2.  The  increments  8;  are  tabulated  in  Exhibits  3a  and 
3b  and  shown  graphically  in  Exhibits  3c  and  3d.  In  the  graphs,  the  vertical  bars  are 
one  standard-error  error  bars  around  the  estimates  (in  some  cases  these  are  too  short 
to  distinguish  from  the  plotting  point).  The  lower  labels  are  incident  types  and  the 
upper  labels  are  the  current  point  classification  of  the  incidents  (0  =  no  incident). 
The  incidents  have  been  ordered  by  the  magnitude  of  the  associated  pure  premium. 
The  graphs  differ  only  in  that  on  the  second  graph,  the  two  highest-priced  incident 
types  are  omitted  to  allow  expansion  of  the  vertical  scale  for  clarity. 

All  of  the  incidents  currently  allocated  4  points  are  in  the  upper  range  of  pure 
premium.  A  number  of  1-point  violations  are  also  in  that  high  range;  these  are 
incident  types  4, 14,  7  and  10  (in  descending  order).  In  addition,  several  1-point 
violations  overlap  into  the  range  of  the  at- fault  accidents;  these  are  incident  types 
15, 12  and  20. 

The  exposure- weighted  average  pure-premium  increment  associated  with  each 
type  of  incident  (by  point  class)  is  shown  in  Exhibit  3e:  (1)  under  the  present  system, 
(2)  after  transfering  incident  types  4,  7  and  14  to  the  4-point  class,  and  (3)  after 
transfering  incident  types  4,  7, 10  and  14  to  the  4-point  class.  The  approximate  ratio 
of  increments  for  the  four  classes  is  3:4:5:6. 

5.  Aging  of  incidents. 

Two  analyses  were  performed  relevant  to  the  effect  of  aging  of  incidents.  Using 
the  Phase  II  datasets,  a  model  was  fitted  to  determine  the'difference  in  pure 
premium  between  drivers  who  were  incident-free  in  the  last  year  and  those  who  had 
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an  incident  in  the  last  year,  controlling  for  class,  territory,  and  SDIP  point  level.  The 
results  of  this  analysis  are  displayed  in  Exhibit  4.  With  every  plan,  the  drivers  with 
a  clean  last  year  had  significantly  lower  losses  than  those  who  had  an  incident.  Note 
that  this  difference  persisted  even  though  the  drivers  with  a  clean  year  had  already 
had  their  points  aged  downwards  for  the  clean  year  under  the  old  plan. 

Using  the  phase  I  dataset-for  drivers  with  a  single  incident,  a  model  was  fitted 
that  predicted  the  loss  pure  premium  as  a  sum  of  effects  for  class-territory  cell,  for 
type  of  incident,  and  for  years  since  last  incident.  The  following  table  shows  the 
estimated  effects  (with  standard  errors)  for  each  number  of  years  for  all  at-fault 
losses  and  for  collision  losses  only,  where  effects  are  relative  to  the  driver  with  the 
oldest  possible  incident  (five  years  old). 

Effect  for  years  since  last  incident 


Years 


ALL  S.E.(ALL)  COLLISION  S.E.(COL) 


1 

57.13 

0.71 

37.45 

0.26 

2 

12,06 

0,17 

13. 49 

0.18 

3 

3.50 

0.39 

7.71 

0.15 

4 

-3.59 

0.36 

-1.14 

0.14 

5 

0.00 

0.02 

0.00 

0.01 

Again,  there  is  a  significant  aging  effect;  the  largest  part  of  the  aging  appears  to 
take  place  in  the  first  two  years  after  the  incident. 

5.  Comparison  of  Plans  A,  B  and  C. 

For  each  of  the  three  plans  A,  B,  C  the  corresponding  portion  of  the  Phase  II 
dataset  was  used  to  compare  the  goodness  of  fit  of  the  various  plans  to  the  data.  For 
each  plan,  the  between-cell  weighted  standard  deviation  (root  mean  square  of 
variability  from  the  statewide  average)  was  calculated.  Then  an  additive  model  was 
fitted  of  the  form  Rcls  —  act  +  s$,  where  Rcts  is  the  predicted  loss  pure  premium  for  class 
c,  territory  t,  and  SDIP  point  level  s,  a    is  a  parameter  for  the  class-territory 
corresponding  to  the  pure  premium  for  drivers  in  the  best  SDIP  point  level,  and  P  is 
the  additional  pure  premium  per  SDIP  point.  This  model  was  selected  for  this 
exercise  because  it  is  simple,  without  prejudicing  the  choice  of  the  final  model; 
similar  results  were  obtained  on  this  comparison  with  other  reasonable  models. 


/ 
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The  comparison  of  the  three  plans  is  shown  in  the  table  below.  Plan  C  had  the 


Plan  A 

PlanB 
20 1.254  ' 

PlanC 

Between-cell  Root  mean  Square 

203.539 

208.6&6 

Additive-linear  lack-of-fit  Root 
mean  Square 

124.794 

122.687 

136.364 

Root  mean  -Square 
explained  by  model 

160.793 

159.533 

157.971 

largest  degree  of  variability  between  cells,  possibly  because  the  number  of  cells  with 
this  plan  was  larger,  with  many  small  (and  hence  highly  variable)  cells  at  the 
highest  point  levels.  However,  the  fit  of  cell  pure  premium  to  the  model,  as 
measured  by  mean  squared  error,  was  also  the  worst  for  Plan  C.  The  amount  of 
variability  between  cells  explained  by  the  model  is  greatest  for  Plan  A,  slightly  less 
for  Plan  B,  and  least  for  Plan  C.  In  other  words,  Plan  A  allows  the  greatest  amount 
of  discrimination  between  good  and  bad  drivers  within  class-territory  cells. 

The  remainder  of  the  analysis  will  be  restricted  to  consideration  of  variants  of 
Plan  A. 

6.  Linearity  of  SDIP  effects. 

The  effects  of  SDIP  points  on  expected  losses  are  linear  if  (controlling  for  class- 
territory  cell)  the  increment  of  expected  pure  premium  is  the  same  for  each 
additional  SDIP  point.  If  the  effect  of  SDIP  points  is  the  same  additive  effect  in  every 
class- territory  cell,  this  corresponds  to  the  model  described  in  the  previous  section. 
However,  any  model  under  which  the  effect  of  each  SDIP  point  (within  a  class- 
territory  cell)  is  equal  is  linear  in  this  sense,  even  if  the  increments  in  different  cells 
vary  according  to  some  formula. 

Perfect  linearity  could  not  be  expected  since  each  point  level  corresponds  to  a 
unique  mix  of  drivers  with  particular  combinations  of  clean  years  and  incidents. 
Also,  especially  at  the  higher  point  levels,  random  variability  will  cause  apparent 
deviations  from  linearity;  thus,  the  credibility  of  the  data  must  be  taken  into  account 
in  assessing  the  fit  of  linear  models.  On  the  other  hand,  a  linear  model  has  the  virtue 
of  great  simplicity  and  credibility  compared  to  one  in  which  the  effect  for  each  point 
level  is  estimated  separately. 
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A  model  was  fitted  to  the  Plan  A  total  at-fault  losses  dataset  of  the  form 
R  .  =  a  .  +  B  ,  where  R  ,  and  a  ,  are  as  in  the  last  section  and  B  is  a  distinct  additive 

cts  ct       rsJ  .         cts  ct  "s 

effect  for  each  point  level,  with  01O  (the  efTect  for  the  best  point  level)  set  equal  to  0. 
The  estimated  values  of  p.  with  standard  errors  are  shown  in  Exhibit  5a.  The  graph 
in  Exhibit  5b  shows  the  same  data  plotted  against  point  level,  with  two-standard- 
error  error  bars,  and  a  line  for  the  linear  fit  derived  in  the  preceding  section.  For  the 
most  part  the  error  bars  for  the  fitted  effects  by  individual  point  level  cross  (or  come 
close  in  dollar  amount  to)  the  line  representing  the  fitted  linear  relationship. 

Because  each  driver's  rating  will  tend  to  range  over  adjacent  point  'evels  in  the 
course  of  several  years'  experience,  the  fit  of  individual  point  level  effects  is  less 
important  to  the  equity  of  the  plan  than  the  overall  fit  of  ranges  covering  several 
point  levels.  A  plan  which  systematically  overstated  or  understated  the  value  of 
points  in  some  range  of  point  values  could  be  unfair  to  whole  groups  of  drivers.  To 
look  for  this  type  of  lack  of  fit,  linear  additive  models  of  the  type  described  in  Section 
5  were  fitted  to  the  at-fault  liability  losses  for  separate  point  ranges.  The  dollars- 
per-point  effects  in  the  various  ranges  were  as  follows: 

Point  range Dollars  per  point 

(All)  10-36  points  15.46 

(Credit)  10-15  points  14.56 

(Surcharge)  15-36  points  16.45 

15-22  points  15.23 

22-36  points  17.33 

The  indicated  increment  per  point  appears  to  be  larger  in  the  upper  range  of 
points  and  smaller  in  the  lowest  (credit)  range.  However,  the  magnitude  of  the 
differences  is  not  very  large;  for  example,  for  a  10-point  driver  the  credit  relative  to 
the  15-point  (manual)  rate  using  the  increment  from  combined  point  levels  is  only 
about  $4.50  more  than  indications  using  the  10  to  15  point  increments.  At  this  time 
it  does  not  seem  compelling  to  make  the  increments  per  point  smaller  at  the  lower 
levels. 

This  question  should  be  revisited  in  the  future,  since  extension  of  the  plan  to 
more  credit  years  as  more  experience  is  accumulated  may  be  expected  to  make  the 
indicated  increment  per  point  relatively  even  smaller  on  the  credit  side. 
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7.  Severity  and  frequency  components,  and  implications  for  age-symbol 
relativities. 

The  differences  by  SDIP  level  can  be  decomposed  into  components  for  severity 
and  frequency.  Such  a  decomposition  is  displayed  in  Exhibit  6,  for  total  at-fau.lt 
losses  ("ALL")  and  for  Collision  losses  only. 

Severity  does  not  vary  greatly  from  the  lowest  to  the  highest  SDIP  level.  The 
difference  in  severity  between  the  lowest  and  highest  level  is  around  one-third  of  the 
average  severity  for  each  category  of  losses.  Frequency,  on  the  other  hand,  varies 
greatly.  The  difference  in  frequency  between  the  lowest  and  highest  level  is  nearly 
twice  the  average  frequency  for  each  category  of  losses.  In  other  words,  the  greater 
losses  for  the  drivers  with  worse  experience  are  primarily  due  to  increased  frequency 
of  incidents. 

Focusing  for  the  moment  on  collision  losses,  the  data  are  consistent  with  the  view 
that  drivers  at  different  SDIP  levels  have  nearly  the  same  pattern  of  loss  amounts 
except  that  frequencies  are  higher  at  higher  SDIP  levels.  If  this  is  the  case,  it  is 
plausible  that  drivers  with  vehicles  that  are  more  expensive  to  repai  r  would  have 
proportionally  greater  increments  in  collision  loss  pure  premium  than  driveis  with 
inexpensively-repaired  vehicles.  The  ratio  of  the  most  extreme  age-symbol 
relativities  is  about  7  to  1,  an  indication  of  the  importance  of  this  factor  in  setting 
collision  premiums.  Although  we  have  no  data  speaking  directly  to  the  interaction 
of  age-symbol  relativities  with  the  SDIP,  the  dominant  role  of  frequency  in  collision 
SDIP  pure  premium  increments  strongly  suggests  that  SDIP  premium  increments 
should  be  calculated  as  a  percentage  of  collision  manual  premium  (taking  into 
account  class,  territory  and  age-symbol  premium  for  that  vehicle).  It  would  be 
highly  unfair,  for  example,  to  charge  a  Class  10,  Territory  10  driver  with  a  1981 
symbol  1  car  (1989  collision  premium  $81)  the  same  surcharge  per  point  as  a  driver 
in  the  same  class  and  territory  with  a  1990  Symbol  17  car  (1989  collision  premium 
$574). 

8.  Calculation  of  per-point  SDIP  increments. 

In  this  section,  it  will  be  assumed  that  Plan  A  is  being  used,  that  the  effect  of 
SDEP  points  is  linear  (that  is,  surcharges/credits  per  point  are  equal  for  each  point 
within  a  given  class-territory  cell,  as  in  the  model  in  Section  5),  and  that  liability 
losses  (i.e.  at-fault  losses  excluding  collision)  are  of  interest  in  comparisons  of  the 
options.  For  reasons  discussed  in  the  preceding  section,  collision  SDIP  would  be 
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calculated  separately  as  a  percentage  of  premium;  the  methods  used  here  for 
estimating  percentages  would  be  used  to  determine  this  percentage. 

Three  options  were  considered  for  calculation  of  the  per-point  increment 
(surcharge  or  credit): 

(1)  Flat  additive:  increment  is  'he  same  in  every  class- territory  cell. 

(2)  Percentage:  increment  is  a  fixed  percentage  of  total  manual  rates  on  some 
package  of  coverages  (here  assumed  to  be  A-l,  A-2,  and  PDL  basic  and 
increased  limits  for  liability  SDIP,  and  Collision  for  collision  SDIP). 

(3)  Capped  percentage:  increment  is  calculated  as  a  percentage  of  package 
manual  rates,  but  if  this  exceeds  a  cap,  the  cap  amount  is  used.  Note  that  it  is 
the  per-point  increment  that  is  capped,  not  the  total  surcharge  or  credit. 

The  following  gives  the  mathematical  formulation  of  these  plans  and  the  methods 
of  fitting  them.  The  following  symbols  will  be  required: 

s  =  SDIP  point  level,  with  0  representing  the  manual  rate 

(15-point  level  under  the  systems  described  here) 
Lcls  =      losses  for  class  c,  territory  t,  SDIP  level  s, 
Ects  —     exposure  for  class  c,  territory  t,  SDIP  level  s, 
Rcts  =     observed  pure  premium  for  class  c,  territory  t,  SDIP  level  s, 


=L, IE , 

cts         cts 


ct 


observed  average  pure  premium  for  class  c,  territory  t, 


f= 
P  = 


R*cts  —  predicted  pure  premium  for  class  c,  territory  t,  SDIP  level  s, 
Sct=      exposure-weighted  SDIP  point  average  for  class  c,  territory  t, 
balancing  constant  for  class  c,  territory  t, 
average  package  premium  for  class  c,  territory  t, 
factor  to  rate  level, 
per-point  surcharge  under  flat  plan, 
percentage  per-point  surcharge  under  additive  plan. 

Then  the  flat  additive  plan  can  be  written  as 

/'R*«  =  <>c,  +  sP,whereac,=/'iJ(;,-Sc,p 
and  the  percentage  model  can  be  written  as 

/**«.= «■«  +  «PA„  /( 1  +  SJ),  where  acl  =  fRe!  -  SJAcl  /( 1  +  SJ) . 
The  denominator  in  the  percentage  model  converts  the  average  class-territory 
package  premium  into  the  manual  rate  (15-point  rate).  The  capped  percentage 
model  is  a  hybrid  of  the  two  models. 
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Note  that  the  percentage  and  capped  percentage  models  here  fit  percentages  on  a 
base  of  manual  rates  rather  than  pure  premiums.  This  gives  an  element  of 
flattening  to  the  percentage  plan  compared  to  one  based  on  pure  premium,  due  to 
capping  and  the  inclusion  of  flat-loaded  components  of  premium;  this  flattening 
improves  the  fit  of  the  percentage  model.  The  class-territory  average  rates  used  here 
were  calculated  by  taking  6-class  1989  rates  from  the  1989  decision,  1130K  Exhibit  19 
pages  1,  2,  3,  and  7,  breaking  them  out  to  a  nine-class  basis  with  the  applicable 
discounts  and  with  exposures  from  the  MRB  Phase  II  data  base,  and  finally  adjusting 
them  so  that  state-wide  averages  matched  the  state- wide  collectible  averages  from 
the  1989  Decision,  as  follows: 


A-1 

$82.06 

A-2 

35.83 

PDL  -  Basic  and  IL 

154.98 

Collision 

310.91 

The  factor  to  rate  level  assumed  was  1.6.  This  is  slightly  less  than  the  factor 
calculated  in  the  Attorney  General's  1989  SDIP  filing,  and  therefore  makes  the 
fitted  values  slightly  conservative.  (For  the  percentage  plans  this  conservatism 
could  be  offset  by  increased  overall  rate  levels.) 

For  both  the  flat  and  percentage  plans,  the  objective  of  fitting  was  to  minimize 
the  exposure-wdghted  squared  error  of  prediction, 

,2 


cts  cts  I      cts 

c,t.s 

Equating  the  derivative  with  respect  to  {3  to  0,  the  optimal  P  for  the  flat  plan  could  be 
calculated  by  iterating  the  following  calculation: 

Y  sE    ffR  ,  -a  , 

-^—       cts\'      cts        ct 


p= 


C,t£ 


±—         cts 


cj,s 


and  recalculating  act  at  each  iteration.  Similarly,  the  optimal  p  for  'he  percentage 
plan  could  be  calculated  by  iterating  the  following  calculations: 

s-S 


I 


ct 


tJ,a+sjY 


?  J\R     -R 

ctr  \     cts         ct 


(s-S    V 

y 


c7sd+sctp) 


■E     A 

3     cts    ct 
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There  is  no  simple  iterative  algorithm  for  fitting  the  capped  percentage  plan. 
Instead  the  mean  squared  error  was  calculated  over  a  grid  of  values  for  the 
percentage  and  cap,  ranging  upwards  from  the  fitted  values  for  the  separate 
percentage  and  flat  plans.  (The  percentage  and  cap  for  the  combined  plan  will  be 
larger  than  the  corresponding  quantities  under  either  single  plan  since  in  the 
combined  plan  the  minimum  of  the  two  is  used.) 

The  following  are  the  fitted  values  and  mean  squared  error  for  each  of  the 
three  increment  formulae: 


Formula 

Fitted  per-             A/1  „                 ,             rr, 

•  \                   Mean  squared  error  oi  tit 

point                   (   ,        n            •        1       i\ 

■    r           ,               (at  pure-premium  level) 

increment                     r         r 

Flat  additive 

$24.73 

114.14 

Percentage 

7.1% 

113.80 

Capped  percentage 

7.6%,  $33  cap 

113.68 

In  terms  of  goodness  of  fit,  the  capped  percentage  plan  is  a  very  slight 
improvement  over  the  percentage  plan,  which  is  a  larger  improvement  over  the  flat 
additive  plan.  Under  the  capped  percentage  plan,  90%  of  the  exposures  are 
uncapped. 

Note  that  the  fitted  parameters  of  the  flat  and  percentage  plans  are  consistent 
with  each  other,  in  the  sense  that  $24.73  divided  by  the  statewide  average  package 
premium  of  $272.87  is  9.06%  as  a  percentage  of  average  rate;  the  statewide  average 
point  level  is  12.66  so  this  roughly  corresponds  to  9.06%/(l  +  2.34  X 9.06%)  =  7.47%, 
quite  close  to  the  fitted  percentage  rate. 

The  fitted  percentage  for  the  percentage  plan  for  collision  losses  (with  collision 
premium  as  the  base)  is  5.0%.  For  this  calculation,  only  2/3  of  collision  losses  were 
counted  as  at-fault,  as  has  been  traditional  in  the  definition  of  at-fault  losses. 

The  percentage  plan  tends  to  overstate  premium  for  some  groups  and  understate 
it  for  some  others.  A  summary  of  some  of  these  effects  can  be  found  in  Exhibit  7, 
which  shows  the  average  amount  of  overprediction  (negative  entries)  or 
underprediction  (positive  entries)  by  the  percentage  SDIP  plan  for  groups  of  class- 
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territory-point  cells.  In  Class  30,  the  SDIP  differentials  generally  appear  to  be 
smaller  than  predicted  (because  smaller  than  for  comparable  drivers  in  Class  10  or 
15).  Thus  high-point  drivers  are  overcharged  and  low-point  drivers  are 
undercharged.  The  same  is  true  for  Classes  17  and  18;  in  those  classes,  the 
premiums  are  relatively  high  but  the  SDIP  differentials  are  not  proportionately 
elevated.  In  the  0-3-year  inexperience  classes  (20,  21,  25,  and  26),  on  the  other  hand, 
the  prediction  errors  are  not  large. 

It  must  be  emphasized  that  it  may  not  be  possible  to  eliminate  these  detail 
discrepancies  at  the  detailed  level  without  substantially  complicating  the  structure 
of  the  plan.  A  number  of  possible  further  refinements  could  be  considered,  although 
they  are  not  presented  as  serious  alternatives  at  this  time.  There  is  some  basis  for 
applying  different  percentages  in  different  classes.  The  following  table  shows  the 
fitted  percentages  for  an  u-ncapped  percentage  plan  applied  to  various  subsets  of  the 
classes  and  territories.  Use  of  different  percentages  by  class  would  correct  some  of 


Subset  of  drivers 

»*i^s-              1        li  II      I  |»|l  III  III  Mil  1    II  Mil    — — a 

Classes  10, 15 

Percentage 
7.6% 

Classes  17,  18 

5.8% 

Class  30 

3.3% 

Classes  20,  21,  25,  26 

7.3% 

Territories  1-12 

7.6% 

Territories  13-26 

6.6% 

the  discrepancies  of  fit  noted  in  the  last  paragraph.  Setting  different  percentages 
above  and  below  15  points  would  also  improve  the  fit  somewhat. 
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Ex 

posures    and   cumu 

lative    exposures    by    SDIP    points    for 

1990 

PI 

ans    A,    B, 

and   C 

and    1989 

plan . 

SDIP 

EX     1 

Exposures   A 

Cum   A    ( 

3um    %    A    Exposures    B 

Cum   B 

Cum    %    B 

Exposures    C 

Cum   C 

Cum    %    C 

10 

1223754 

2257542 

1.0000 

1223754 

2257555 

1.0000 

1223754 

2257557 

1  .0000 

11 

15749 

1033788 

0.4579 

15749 

1033801 

0.4579 

15749 

1033803 

0.4579 

12 

17022 

1018039 

0.4510 

17022 

1018052 

0.4510 

17022 

1018054 

0.4510 

13 

289007 

1001017 

0.4434 

289007 

1001030 

0.4434 

20287 

1001032 

0.4434 

14 

158920 

712010 

0.3154 

31382 

712023 

0.3154 

294059 

980745 

0.4344 

15 

186906 

553090 

0.2  450 

266289 

680641 

0.3015 

123234 

686686 

0.3042 

16 

89092 

366184 

0.1622 

67729 

414352 

0.1835 

128762 

563452 

0.2496 

17 

48282 

277092 

0.1227 

66514 

346623 

0.1535 

28272 

434690 

0.1925 

18 

47150 

228810 

0.1014 

51068 

280109 

0.1241 

112531 

406418 

0.1800 

19 

38517 

181660 

0.0805 

37876 

229041 

0.1015 

-14206 

293887 

0.1302 

20 

24331 

143143 

0.0634 

36484 

191165 

0.0847 

36650 

279681 

0.1239 

21 

23126 

118812 

0.0526 

225-96 

154681 

0.0685 

38122 

243031 

0.1077 

22 

17208 

95686 

0.0424 

23859 

132085 

0.0585 

36978 

204909 

0.0908 

23 

13824 

78478 

0.0348 

16453 

108226 

0.0479 

13313 

167931 

0.0744 

24 

11236 

04  654 

0.0286 

14301 

91768 

0.0406 

21321 

154618 

0.0685 

25 

9162 

53418 

0.0237     ' 

12576 

77467 

0.0343 

20241 

133297 

0.0590 

26 

7457 

44256 

0.0196 

9215 

64891 

0    0287 

12851 

113056 

0.0501 

27 

6195 

36799 

0.0163 

8898 

55676 

0.0247 

11125 

100205 

0.0444 

28 

5143 

30604 

0.0136 

6760 

46778 

0.0207 

11506 

89080 

0.0395 

29 

4137 

25461 

0.0113 

6057 

40018 

0.0177 

10174 

77574 

0.0344 

30 

3574 

21324 

0.0094 

4899 

33961 

0.0150 

6807 

67400 

0.0299 

31 

2834 

17750 

0.0079 

4395 

29062 

0.0129 

7138 

60593 

0.0266 

32 

2414 

14916 

0.0066 

3593 

24667 

0.0109 

7016 

53455 

0.0237 

33 

1965- 

12502 

0.0055 

2969 

21074 

0.0093 

4842 

46439 

0.0206 

34 

1617 

10537 

0.0047 

2509 

18105 

0.0080 

4415 

41597 

0.0184 

35 

1414 

8920 

0.0040 

2269 

15596 

0.0069 

4597 

37182 

0.0165 

36 

1160 

7506 

0.0033 

1880 

13327 

0.0059 

3615 

32585 

0.0144 

37 

991 

6346 

0.0028 

1568 

11447 

0.0051 

3019 

28970 

0.0128 

38 

776 

d355 

0.0024 

1360 

9879 

0.0044 

2990 

25951 

0.0115 

39 

710 

4579 

0.0020 

1190 

8519 

0.0038 

2681 

22961 

0.0102 

40 

558 

3869 

0.0017 

948 

7329 

0.0032 

2071 

20280 

0.0090 

41 

473 

3311 

0.0015 

888 

6381 

0.0028 

1953 

18209 

0.0081 

42 

409 

2838 

0.0013 

691 

5493 

0.0024 

1776 

16256 

0.0072 

43 

343 

2429 

0.0011 

665 

4802 

0.0021 

1552 

14480 

0.0064 

44 

269 

2086 

0.0009 

490 

4137 

0.0018 

1335 

12928 

0.0057 

45 

269 

1817 

0.0008 

563 

3647 

0.0016 

1265 

11593 

0.0051 

46 

228 

1548 

0.0007 

333 

3084 

0.0014 

1004 

10328 

0.0046 

47 

181 

1320 

0.0006 

407 

2751 

0.0012 

999 

9324 

0.0041 

48 

152 

1139 

0.0005 

236 

2344 

0.0010 

885 

8325 

0.0037 

4S 

139 

987 

0.0004 

298 

2108 

0.00C9 

716 

7440 

0.0033 

50 

122 

848 

0.0004 

189 

1810 

0.0008 

666 

6724 

0.0030 

51 

81 

726 

0.0003 

239 

1621 

0.0007 

612 

6038 

0.0027 

52 

88 

645 

0.0003 

144 

1382 

0.0006 

543 

5426 

0.0024 

53 

76 

557 

0.0002 

191 

1238 

0.0005 

492 

4883 

0.0022 

54 

58 

431 

0.0002 

102 

1047 

0.0005 

408 

4391 

0.0019 

55 

58 

423 

0.0002 

136 

945 

0.0004 

392 

3983 

0.0018 

56 

62 

365 

0.0002 

80 

809 

0.0004 

363 

3591 

0.0016 

57 

34 

303 

0.0001 

108 

729 

0.0003 

311 

3228 

0.0014 

58 

35 

269 

0.0001 

42 

621 

0.0003 

295 

2917 

0.0013 

59 

35 

234 

0.0001 

92 

579 

0.0003 

227 

2622 

0.0012 

60 

199 

199 

0.0001 

487 

487 

0.0002 

2395 

2395 

0.0011 

Exposures    (Old  plan) 

Cum  old  Cum  %   old 

C5 

1320803 

2257518 

1 

.0000 

C4 

83342 

936715 

0 

.4149 

C3 

100533 

853373 

0 

.3780 

0 

415352 

752840 

0 

.3335 

1 

127149 

337488 

0 

.1495 

2 

97032 

210339 

0 

.0932 

3 

45219 

113307 

0 

.0502 

4 

30547 

68088 

0 

.0302 

5 

13404 

37541 

0 

.0166 

6 

8141 

24137 

0 

.0107 

7 

4836 

15996 

0 

.0071 

t 

8 

3782 

11160 

0 

.0049 

. 

9 

7378 

7378 

0 

.0033 
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TABLE  OF  INCIDENT  INDEX  VALUES 
SDIP  Incident  Classification  File 


PHASE  I  Data  Request 


INCIDENT 

INDEX  Description 

00  (operator  has  no  incidents) 

01  VEHICULAR  HOMICIDE 

02  DRIVING  INTOXICATED 

03  DRIVING  TO  ENDANGER 

04  OPERATING  WITH  LICENSE  SUSPENDED 

05  OPERATING  WITH  LICENSE  REVOKED 

06  OPERATING  ON  BET  OR  WAGER 

07  LEAVING  SCENE  OF  ACCIDENT 

08  IMPEDING  EMERGENCY  VEHICLE 

09  SPEEDING 

10  LICENSE  RESTRICTION 

11  FAILURE  TO  STOP 

12  IMPROPER  PASSING 

13  UNREGISTERED  VEHICLE  OR  IMPROPER  EQUIPMT 

14  REFUSAL  TO  SUBMIT  TO  POLICE  OFFICER 

15  LANE  VIOLATION 

16  NO  INSPECTION  STICKER 

17  ONE  WAY  STREET 

18  MINOR  TRAFFIC  LAW  VIOLATION 

19  FAILURE  TO  USE  SAFETY 

20  MINOR  TRAFFIC  LAW  VIOLATION 

21  LOSS  AMOUNT      0  -        499 

22  LOSS  AMOUNT  500-        749 

23  LOSS  AMOUNT  750-        999 

24  LOSS  AMOUNT  1000  -      1499 

25  LOSS  AMOUNT  1500  -      1999 

26  LOSS  AMOUNT  2000  -      2999 

27  LOSS  AMOUNT  3000  -     4999 

28  LOSS  AMOUNT  5000  -      9999 

29  LOSS  AMOUNT  OVER  9999 

/ 


SDIP  Incident  Classification:  06-23-89 


1990 
SDIP 
Ex  3a 


Pure  premium  increment  (additive  model)  associated  with  single  incident 
of  various  types 

(Points  are  points  under  old  system;  incident  type  0  =  no  incident; 
exposures  are  in  driver-years . ) 


Inc.  Pure  Prem    S.D.  Exposure  Points 


0 

0.00 

0.15 

1259504 

0 

1 

712.24 

201.10 

11 

4 

2 

112.07 

2.26 

9261 

4 

3 

160.70 

24.90 

214 

4 

4 

368.09 

31.83 

167 

1 

5 

207  .71 

44.21 

78 

4 

7 

210 .72 

50.94 

82 

1 

8 

45.67 

50.62 

28 

1 

9 

59.29 

0.57 

141231 

1 

10 

154  .88 

9.78 

1206 

1 

11 

61.64 

1.14 

41584 

1 

12 

89.12 

4  .77 

3028 

1 

13 

61.27 

3.08 

6926 

1 

14 

272.47 

41.27 

132 

1 

15 

91.51 

3.53 

4882 

1 

16 

40.31 

1.02 

31550 

1 

17 

24  .17 

5.91 

■  1009 

1 

18 

5-0.65 

5.91 

1406 

1 

19 

35.21 

4  .40 

2890 

1 

20 

70.86 

1.09 

46112 

1 

21 

65.00 

0.71 

73495 

2 

22 

92.70 

1.52 

24224 

2 

23 

69.18 

1.66 

16614 

2 

24 

124.85 

1.85 

21186 

2 

25 

128.67 

2.52 

12257 

3 

26 

89.97 

2.27 

12715 

3 

27 

108.38 

3.02 

8680 

3  . 

28 

78.01 

4.30 

3946 

3 

29 

216.29 

12.15 

764 

3 

^^^^^ 
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Same  arranged  in  order  of  pure  premium 


Inc.  Pure  Prem    S.D.  Exposure  Points 


0 

0.00 

0.15 

1259504 

0 

17 

24.17 

5.91 

1009 

1 

19 

35.21 

4.40 

2890 

1 

16 

40.31 

1.02 

31550 

1 

8 

45.67 

50.62 

28 

1 

18 

50.65 

5.91 

1406 

1 

9 

59.29 

0.57 

141231 

1 

13 

61.27 

3.08 

6926 

1 

11 

61.64 

1.14 

41584 

1 

21 

65.00 

0.71 

73495 

2 

23 

69.18 

1.66 

16614 

2 

20 

70.86 

1.09 

46112 

1 

28 

78.01 

4.30 

3946 

3 

12 

89.12 

4.77 

3028 

1 

26 

89.97 

2.27 

12715 

3 

15 

91.51 

3.53 

4882 

1 

22 

92.70 

1.52 

24224 

2 

27 

108.38 

3.02 

8680 

3 

2 

112.07 

2.26 

9261 

4 

24 

124  .85 

1.85 

21186 

2 

25 

128.67 

2.52 

12257 

3 

10 

154  .88 

9.78 

1206 

1 

3 

160.70 

24.90 

214 

4 

5 

207  .71 

44.21 

78 

4 

7 

210.72 

50.94 

82 

1 

29 

216.29 

12.15 

764 

3 

14 

272.47 

41.27 

132 

1 

4 

368.09 

31.83 

167 

1 

1 

712.24 

201.10 

11 

4 
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1990 
SDIP 
Ex  3e 


Exposure-weighted  average  pure-premium  increment  for  each  point  type 

Pts.    All  Collision 
0    0.000      0.000 


1  60.649 

2  79.820 

3  107.786 

4  114.622 


43.628 
40.552 
65.541 
79.383 


Same  if  incident  types  4,  7,  14  are  reclassified  as  4-point  incidents 


Pts.    All  Collision 
C    0.000      0.000 


1  60.506 

2  79.820 

3  107.78  6 

4  117.557 


43.595 
40.552 
65.541 
79.756 


Same  if  incident  types  4,  7,  10,  14  are  reclassified  as  4-point  incidents 


Pts 


All  Collision 


0  0.000 

1  60.101 

2  79.820 

3  107.786 

4  121.655 


0.000 
43.241 
40.552 
65. 541 
86.558 
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Additive  effect  for  having  an  incident  in  the  previous  year 
(controlling  for  class,  territory,  and  SDIP  point  level) . 

Set  1:  1989  SDIP  plan 
ALL  : 

delta (clean-incident  last  year) =-29 . 16,  S.D.=0.23 
COLLISION  : 
delta (clean-incident  last  year ) =-16 . 73,  S.D.=0.23 

Set  2 :  Plan  A  proposal 
ALL  : 

delta (clean-incident  last  year) =-56 . 52,  S.D.=0.19 
COLLISION  : 
delta (clean-incident  last  year)=-32.5,  S.D.=0.2 

Set  3:  Plan  B  proposal 
ALL  : 

delta (clean-incident  last  year) =-62 . 87,  S.D.=0.19 
COLLISION  : 
delta (clean-incident  last  year) =-38 . 16,  S.D.=0.2 

Set  4 :  Plan  C  proposal 
ALL  : 

delta (clean-incident  last  year ) =-58 . 23,  S.D.=0.19 
COLLISION  : 
delta (clean-incident  last  year) =-33 . 54,  S.D.=0.2 
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Additive  fit  for  each  point  value  compared  to  10-point  level 


Points 

ALL 

S.D. (ALL) 

10 

0.00 

0.93 

11 

42.77 

14.34 

12 

43.30 

15.15 

13 

53.58 

2.38 

14 

87.43 

3.66 

15 

114.32 

3.64 

16 

127.35 

5.21 

17 

154.39 

7.  65 

18 

177.36 

7.94 

19 

228.73 

9.73 

20 

272 . 42 

13.26 

21 

215.44 

11.81 

22 

310.17 

16.20 

23 

329.38 

18.56 

24 

264.22 

18.01 

25 

393.97 

24.87 

26 

478.33 

30.42 

27 

485.31 

33.86 

28 

424. 66 

33.27 

29 

484 .08 

39.85 

30 

533.07 

47.46 

31 

554.26 

54.60 

32 

515.55 

56.04 

33 

561.27 

65.43 

34 

490.52 

64.63 

35 

507.71 

72.92 

36 

660.11 

95.82 

/ 
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Set  2 :  Plan  A  proposal 

Additive  model  and  decomposition  into  severity  and  frequency  components 
At-fault  (ALL)  overall  average  pure  premium=235 . 94 

average  severity=2158 . 51,  average  f requency=0. 1093 
Collision  overall  average  pure  premium=15  9 . 15 

average  severity=1677 . 24,  average  f requency=0 . 0949 


Additive  model 


Severity 


Frequency 


Points 
10 
11 
12 
13 
14 
i  c. 

16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 


ALL  S.D.  COLLISION  S.D. 

0.00  0.93  0.00  0.78 

43.10  14.31  33.00  13.68 

41.58  15.05  32.63  13.80 

53.28  2.38  40.28  2.06 

87.53  3.66  47.52  2.83 

114.19  3.64  80.96  3.21 

127.00  5.21  86.51  4.45 

155.73  7.68  102.56  6.37 

176.08  7.92  113.28  6.53 

227.65  9.70  135.83  7.73 
270.99  13.18  174.95  10.92 

216.66  11.80  177.39  11.10 
306.44  16.04  200.51  13.46 
331.68  18.52  .241.31  16.31 
266.90  17.94  234.06  17.92 
389.50  24.44  264.03  21.26 
475.52  29.73  288.65  24.17 
519.57  34.53  329.73  28.55 
428.40  32.56  329.71  30.50  392 
501.71  39.80  397.41  38.27  560 
517.42  44.85  340.10  38.39    757 

542.56  51.38  366.87  45.01  757 
533.50  54.60  368.78  47.48  728 
574.17-  62.68  316.61  47.81    703 

500.57  61.92  440.66  64.71  413 
465.19  63.30  383.61  63.41  342 
611.36  84.60  378.34  68.48    832 


0 
110 
129 
-6 
34 
211 
139 
99 
176 
333 
420 
114 
377 
443 
127 
546 


ALL 
.00 
.37 
.43 
.26 
.23 
.70 
.81 
.20 
.35 
.42 
.97 
.31 
.21 
.60 
.69 
.44 


COLi, 
0.00 


716.28 
825.20 
98 
17 
44 
67 
98 
92 
02 
84 
53 


94. 
119. 
85, 
27, 
254, 
185, 
152, 
200, 
240, 
367, 
318 
334 
44  3 
434 
537 
557 
619 
504 
716 
627 
689 
601 
348 
722 
576 
484 


80 

78 

34 

79" 

73 

95 

48 

91 

08 

87 

41 

88 

84 

38 

38 

42 

63 

35 

70 

48 

41 

05 

83 

84 

62 

56 


0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 


ALL 

00000 

02158 

01997 

02811 

04300 

04337 

05501 

07127 

07487 

08424 

09526 

09825 

11330 

11927 

12021 

13249 

14945 

15504 

16364 

17474 

,16150 

16868 

,16960 

.18524 

.18842 

,18113 

.18710 


COLLSN 
00000 
02112 
01957 
02198 
03083 
03494 
04287 
05517 
05732 
06598 
07609 
08233 
09229 
10356 
10078 
10571 
11508 
12713 
14030 
14755 
13134 
13647 
14848 
15082 
16591 
15503 
16373 
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Average  difference  between  model  prediction  and  observed  pure  premium 
for  groups  of  cells  with  percentage  fit  (non-collision  losses,  Plan  A) 
(Positive  entries  indicate  that  model  underpredicts  losses.) 


With  7.4%  per  point  increment 


Points  10-14 

Terr  1- 

-11 

T 

err  12- 

-26 

Classes  10- 

-15 

-2 

14 

5 

13 

Classes  17- 

-18 

26. 

50 

64 

36 

Classes 

30 

19 

25 

32 

84 

Classes  20-21-25- 

-26 

-16 

41 

18 

23 

Points  15-18 

Terr  1- 

-11 

T 

err  12- 

-26 

Classes  10- 

-15 

3 

86 

-22 

.30 

Classes  17- 

-18 

-23 

61 

-98 

.98 

Classes 

30 

-24 

49 

-100 

.26 

Classes  20-21-25- 

-26 

14 

22 

-49 

.31 

Points  19  up 

Terr  1- 

-11 

T 

err  12- 

-26 

Classes  10- 

-15 

17 

01 

-1 

.84 

Classes  17- 

-18 

-46 

46 

-110 

.10 

Classes 

30 

-116 

18 

-153 

.85 

Classes  20-21-25- 

-26 

49 

71 

6 

.43 

With  7%  per  point  increment 


Points  10-14 

Terr  1-11 

Terr 

12-26 

Classes  10- 

-15 

-4.23 

1.91 

Classes  17- 

-18 

20.69 

57.73 

Classes 

30 

16.85 

30.58 

Classes  20-21-25- 

-26 

-20.75 

13.85 

Points  15-18 

Terr  1-11 

Terr 

12-26 

Classes  10- 

-15 

8.59 

-16.34 

Classes  17- 

-18 

-21.87 

- 

-94.06 

Classes 

30 

-20.25 

-94.25 

Classes  20-21-25- 

-26 

17.27 

-42.81 

Points  19  up 

Terr  1-11 

Terr 

12-26 

Classes  10- 

-15 

31.46 

16.98 

Classes  17- 

-18 

-31.82 

-89.23 

Classes 

30 

-104.30 

- 

139.32 

Classes  20-21-25- 

-26 

64.69 

25. '66 

= 
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Summary  of  SDIP  Pure  Premiums  by  SDIP  Step 

Data  from  the  Merit  Rating  Board  is  summarized  on  the 

following  3  exhibits  (Exhibits  8b-8d)  for  each  of  the  possible 

plans  defined  in  the  table  below. 

Schedule  of  Steps 
Plan  A     Plan  _B     Plan  C 

Minor  Traffic  Law  Violation  2  2  3 

Minor  At-Fault  Accident  3  4  -  5 

Major  At-Fault  Accident  4  6  7 

Major  Traffic  Law  Violation  5  8  10 

The  date  is  separated  into  two  categories;  "All  Coverages" 

and  Collision.   The  "All  Coverages"  category  includes  the 

indicated  portions  of  the  following  coverages: 

A-l  (100%) 

A-2  (50%) 

B,  Basic  (100%) 

B,  Increased  Limits  (100%) 

PDL,  Basic  (100%) 

PDL,  Increased  Limits  (100%) 

Collision  (66%) 

Medical  Payments  (50%) 

The  exhibits  show  data  from  Driving  Class  10  (experienced 

drivers)  only,  which  is  the  majority  of  all  exposures.   On  each 

exhibit,  the  pure  premium  for  each  SDIP  step  is  adjusted  by 

dividing  the  actual  pure  premium  for  that  step  by  the  average 

class/territory  (1989  untempered)  relativity  for  all  the 

exposures  by  class  and  territory  within  the  step.   The 

adjustments  are  small,  however,  as  indicated  by  the  "Average 

Relativity"  column  which  shows  factors  close  to  unity  for  all 

steps. 
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The  differences  between  adjusted  pure  premiums  for  various 

SDIP  steps  can  be  used  to  get  an  indication  of  the  approximate 

increment  between  steps.   For  example,  for  Plan  A  (recommended 

by  the  parties)  the  difference  between  step  10  and  15  for  "All 

Coverages"  is  $253.48  -  $140.32  =  $113.16,  or  S22.63  per  step. 

Multiplying  by  a  factor  to  rate  level  of  1.6-^  produces  an 

indicated  increment  between  steps  of  approximately  $36.   While 

the  parties  are  recommending  percentage  increments,  they  will 

be  of  approximately  this  dollar  size  for  the  average 

insured.-^ 

They  will  differ  slightly  since  they  must  fit  the  entire 

range  of  SDIP  point  levels  up  to  35  points,  rather  than  the  10 

to  15  point  range  used  in  this  calculation. 
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1/   To  take  into  account  development,  trend,  etc. 
2/   The  recommended  increment  for  liability  is  approximately 
$25  for  an  average  insured.   The  recommended  increment  for 
collision  is  approximately  $17  for  an  average  insured 
purchasing  collision.   Since  about  two  thirds  of  the  insureds 
purchase  collision,  the  average  recommended  increment  is 
approximately  $25  +  (2/3)*$17  =  36. 
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PLAN    A    -     ALL     COVERAGES 


CLASS 


1     0 
PLAN    A 


-     COLLISION 


SDIP 
Ex   8b 


PURE 

CLAIM 

SDIP 

PURE  - 

CLAIM 

EXPOSURE 

PREMIUM 

FREQUENCY 

STEP 

EXPOSURE 

PREMIUM 

FREQUENCY 

8  84142.9 

139.17 

7  .123 

10 

624588.3 

97  .97 

6.517 

3074.5 

237  .23 

10.961 

11 

2092  .1 

151  .56 

9.082 

3649.9 

257  .07 

11  .644 

12 

2505.4 

181  .39 

10.417 

230617  .8 

199.80 

10.213 

13 

171291  .6 

142.76 

8.980 

95285.3 

238.57 

11.669 

14 

73069.3 

152.6-8 

9  .825 

135639.2 

254.89 

11  .340 

15 

94700.9 

181  .07 

10.139 

69679.3 

268.70 

13  .015 

16 

52686  .4 

188.82 

11.151 

32546  .1 

307  .30 

15.163 

17 

25422.1 

209.69 

12.875 

33266  .3 

324.24 

15.117 

18 

26074.5 

220  .72 

12.717 

27851  .3 

370.36 

15.813 

19 

21385.1 

23  5.2  8 

-      13.252 

17427  .0 

400  .30 

17  .232 

20 

13483  .1 

272.64 

14.611 

17029.3 

359.35 

17 .141 

21 

12952.5 

272.43 

15.032 

12466.3 

424.48 

18.594 

22 

9439.0 

291  .63 

15.690 

10047  .5 

445  .16 

19  .149 

23 

7628.2 

328.35 

17  .003 

8264.7 

407  .29 

19.335 

24 

6189.8 

3  3-3.68 

16.802 

6619.5 

523  .88 

20  .802 

25 

4973.3 

338.34 

17  .272 

5530.6 

595.83 

21 .6  43 

26 

4178.4 

360.79 

17.710 

4470.7 

589  .15 

22.301 

27 

3346.8 

399.80 

19.003 

3761  .6 

542.69 

23  .394 

28 

2802.2 

421  .20 

20  .484 

2946  .6 

643 .19 

24.978 

29 

2191  .2 

512.11 

21.769 

2565.1 

677.23 

24.132 

30 

1879.7 

448.31 

20.961 

2041  .3 

642.60 

24.249 

31 

1511  .7 

452  .00 

19.911 

1777  .3 

701  .32 

24.813 

32 

1305.7 

470.39 

22.287 

1362.7 

639.05 

25.171 

33 

985  .7 

3  84.9  8 

20.696 

1159.2 

608.83 

26  .398 

34 

838.4 

559.26 

24.332 

983  .2 

592.43 

25.122 

35 

730.1 

447  .17 

22.600 

828.6 

750.21 

26.189 

36 

602.6 

484.26 

23  .896 

697.3 

604.02 

28.252 

37 

522  .3 

535.30 

24.316 

547  .9 

998.90 

33  .218 

38 

407  .7 

565.97 

26  .735 

493.3 

595.45 

28.988 

39 

366.1 

538.36 

23.764 

388.8 

1711.01 

32.665 

40 

280.1 

758.33 

28.561 

3  22.1 

1183  .43 

31.357 

41 

237  .8 

793  .49 

29.016 

283.6 

913.71 

29.619 

42 

208.3 

1035.87 

28.805 

232.3 

677  .43 

27.551 

43 

165.8 

609.10 

25.935 

190.5 

1018.44 

35.696 

44 

142.2 

690  .41 

26.020 

183.3 

1076.85 

36.007 

45 

130.1 

617  .84 

26.134 

146.8 

904.66 

31.335 

46 

101  .6 

1049.90 

26.575 

118.3 

914.40 

34.658 

47 

85.2 

839.79 

29.343 

108.4 

826.47 

30.443 

48 

79.4 

772.42 

30.227 

93.5 

766.45 

22.460 

49 

71.3 

673.16 

15.428 

82.0 

852.78 

30.488 

50 

52.8 

422.56 

30.303 

52.0 

1497.29 

46.154 

51 

35.0 

506.80 

28.571 

56.0 

1558.59 

37.500 

52 

42.5 

1020  .33 

30.588 

48.9 

3901.43 

51.125 

53 

35.9 

945.99 

44.568 

40.3 

1040.77 

47.146 

54 

28.0 

877.57 

42.857 

30.5 

771.67 

42.623 

55 

22.3 

751.35 

35.874 

41.1 

435.40 

38.929 

56 

35.4 

507  .46 

25.424 

23.9 

511.30 

25.105 

57 

18.7 

214.92 

10.695 

22.2 

1969.41 

54.054 

58 

15.9 

3106.73 

50.314 

22.5 

4792.22 

17  .778 

59 

17  .3 

570.35 

11.561 

138.8 

973.54 

42.507 

60 

97.8 

849.66 

34.765 

1619398.1 

203  .09 

9  .772 

ALL 

1172053  .6 

143  .31 

8.720 

RATING 
PLAN     B     -     ALL     COVERAGES 


CLASS 


1     0 


PLAN    B     -     COLLISION 


SDIP 
Ex   8c 


PURE 

CLAIM 

EXPOSURE 

PREMIUM 

FREQUENCY 

884142.9 

13  9.17 

7  .123 

3074.5 

237  .23 

10.961 

3649.9 

257  .07 

11.644 

230617  .8 

199.80 

10.213 

8611.8 

309.53 

14.027 

189922.3 

244.41 

11  .196 

52398.7 

252  .00 

12.756 

43353  .8 

285.08 

13.378 

38232.1 

291  .19 

14.558 

27817  .2 

316  .02 

14.283 

25908.3 

346  .80 

16  .199 

15979.9 

362.01 

15.832 

17271.2 

421  .29 

17  .393 

11845.6 

388.45 

17  .804 

10415.1 

400  .15 

18.896 

9121 .7 

496  .11 

18.878 

6769.8 

509.02 

19.543 

6492  .0 

471.16 

19.855 

5049.9 

507  .30 

21.050 

4356.8 

563.88 

22.310 

3646  .3 

503  .67 

22.105 

3111  .7 

585.42 

23  .6  21 

2605.6 

683  .39 

24.678 

2133  .4 

607  .05 

23  .437 

1839.4 

600  .82 

25.008 

1612.3 

621.95 

24.251 

1382.4 

528.33 

25.318 

1096.4 

614.44 

27  .089 

988.6 

779.31 

27  .109 

853  .7 

685.87 

28.230 

681  .8 

828.12 

26.987 

620.8 

730.33 

28.189 

481.8 

654.19 

29.473 

475.3 

616.77 

24.406 

361.2 

553.19 

30.454 

394.6 

1050.89 

33.452 

221.4 

1692.49 

36.134 

279.7 

2178.11 

29.675 

163.7 

1074.61 

36.042 

200.5 

816.00 

33.416 

128.7 

1348.31 

34.188 

165.2 

1029.70 

34.504 

100.6 

1084.30 

29.821 

134.6 

1175.62 

32.689 

65.5 

789.53 

41.221 

85.6 

608.10 

32.710 

53.5 

1390.71 

28.037 

69.0 

3069.25 

39.130 

26.4 

660.00 

30.303 

59.6 

776.85 

48.658 

322.8 

1322.17 

40  .892 

1619393  .4 

203  .09 

9.772 

SDIP 

PURE  - 

CLAIM 

STEP 

EXPOSURE 

PREMIUM 

FREQUENCY 

10 

624588.3 

97  .97 

6.517 

11 

2092  .1 

151  .56 

9.082 

12 

2505.4 

181  .39 

10.417 

13 

171291  .6 

142.76 

8.980 

14 

6564.6 

172.75 

10.861 

15 

134565.2 

168.08 

9.923 

16 

40351  .3 

184  .00 

10.850 

17 

35150.8 

187  .41 

11.112 

18 

29551  .9 

206  .30 

12.355 

19 

20547  .2 

214.46 

12.352 

20 

20563  .8 

228.89 

13.480 

21 

12171.8 

247 .60 

13.704 

22 

13297  .9 

282  .66 

14.935 

23 

9175.6 

253  .88 

14.996 

24 

7824.9 

318.36 

16.128 

25 

6932.8 

323  .04 

16.357 

26 

5116  .8 

346  .31 

16.866 

27 

4863  .7 

344.37 

17  .106 

28 

3728.1 

331  .83 

17  .650 

29 

3288.5 

385.51 

18.610 

30 

2730  .4 

396.34 

19.814 

31 

2288.0 

389.20 

19.668 

3  2 

1934.4 

541  .75 

21  .402 

33 

1556  .0 

406  .89 

19.794 

34 

1333  .8 

451  .65 

21.817 

35 

1179.9 

440  .65 

20.425 

36 

989  .8 

456  .17 

22.429 

37 

810.9 

449.72 

21  .581 

38 

706  .3 

555.98 

24.211 

39 

646.1 

518.04 

25.228 

40 

480  .3 

529.55 

25.401 

41 

456.4 

519.00 

23  .444 

42 

363.3 

520  .20 

24.498 

43 

355.0 

544.30 

21.408 

44 

259.7 

524.97 

25.799 

45 

285.3 

846.75 

29.793 

46 

172.3 

736.12 

31.921 

47 

200.6 

849.60 

25.922 

48 

116  .1 

917.91 

31.008 

49 

148.8 

397.79 

24.194 

50 

90  .8 

816.13 

33.040 

51 

124.1 

853  .13 

24.174 

52 

66.8 

1332.13 

31.437 

53 

93.3 

708.80 

27  .867 

54 

44.1 

1115.26 

45.351 

55 

'    63.8 

626.99 

23.511 

56 

42.8 

203  .01 

18.692 

57 

50.0 

1353  .40 

38.000 

58 

19.0 

905.53 

21  .053 

59 

39.3 

926  .59 

38.168 

60 

234. £ 

863.07 

31.942 

ALL 

1172054.5 

143  .31 

8.720 
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RATING  CLASS  10 

PLAN     C    -     ALL    COVERAGES  PLAN     C 


COLLISION 
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XjDIP 

PURE 

CLAIM 

SDIP 

PURE 

CLAIM 

5JTEP 

EXPOSURE 

PREMIUM 

FREQUENCY 

STEP 

EXPOSURE 

PREMIUM 

FREQUENCY 

/    — 

— »  ^  ^  »—  .—  _  _  •—  _ 

_  _  _>  _ 

______ 

_  _ _ 

10 

884142.9 

139.17 

7  .123 

10 

624588.3 

97  .97 

6.517 

11 

3074.5 

237  .23 

10.961 

11 

2092  .1 

151  .56 

9  .082 

12 

3649.9 

257  .07 

11  .644 

12 

2505.4 

181  .39 

10.417 

13 

4939.3 

236  .11 

11  .317 

13 

3540  .9 

170.82 

9  .404 

14 

233115.8 

202.81 

10.310 

14 

173426  .8 

143  .35 

9  .032 

15 

89457  .6 

235.41 

10.029 

15 

56460.9 

175.61 

9.435 

16 

84455.6 

242  .29 

11  .889 

16 

66160  .5 

153  .25 

9  .926 

17 

18958.8 

294  .40 

14.004 

17 

14216  .1 

206  .99 

12.029 

18 

84552  .8 

257  .38 

12.744 

18 

66958.5 

180  .79 

10.693 

19 

8030.3 

344.07 

14.931 

19 

6235.1 

212  .00 

12.622 

20 

26492.6 

294.91 

14  .740 

20 

20595  .1 

203  .65 

12.566 

21 

29187  .3 

307  .71 

14  .260 

21 

21384.3 

215.10 

12.444 

22 

27 189.8 

328.54 

15.116 

22 

21687  .2 

215  .23 

12.496 

23 

8690  .8 

380  .53 

16  .845 

23 

6758.8 

245  .79 

13  .849 

24 

15190  .1 

415  .03 

16  .7  15 

24 

11750  .7 

241  .29 

13  .965 

25 

15741  .0 

357  .18 

16  .676 

25 

11855  .0 

288.35 

15.082 

26 

9208.3 

388.09 

17  .169 

26 

7226  .8 

250  .04 

14.031 

27 

7  9  84.9 

422  .68 

19.612 

27 

5999.2 

302.47 

16  .486 

28 

8654.4 

403  .08 

17  .968 

28 

6544.3 

294.94 

15.876 

29 

7603  .6 

414.29 

18.820 

29 

5767  .3 

312.35 

16  .628 

30 

4806  .9 

530.00 

19.784 

30 

3660.6 

365.70 

17  .265 

31 

5364.5 

458.79 

19.182 

31 

3945  .1 

354.47 

16  .730 

32 

5314.8 

469.68 

19.888 

32 

3916.2 

298.30 

16  .572 

33 

3487  .3 

586.14 

22.338 

33 

2656  .5 

414.19 

18.558 

34 

3268.2 

560.19 

22.183 

34 

2439.5 

378.00 

18.815 

35 

3412.6 

549.38 

21 .128 

35 

2562.2 

341  .07 

17  .407 

36 

2678.5 

513  .62 

22.587 

36 

1998.8 

419.96 

20  .612 

37 

2149.1 

598.96 

23  .359 

37 

1598.3 

411  .87 

19.583 

38 

2188.0 

597.40 

25.503 

38 

1581  .8 

548.39 

23  .265 

39 

1952  .9 

738.08 

25  .603 

39 

1422.8 

441  .15 

20.031 

40 

1490  .0 

5  94.3  1 

22.953 

40 

1107  .5 

385.03 

20  .406 

41 

1434.7 

627  .21 

22.235 

41 

1038.0 

414.24 

18.7  86 

42 

1295.1 

648.04 

25.095 

42 

935.2 

491  .94 

21  .172 

43 

1128.2 

573.87 

24.907 

43 

827  .7 

444.78 

21  .989 

44 

974.3 

630  .79 

23  .812 

44 

702.4 

465.81 

21  .071 

45 

895  .8 

671.15 

25.340 

45 

625.8 

489  .80 

23.330 

46 

710.4 

758.83 

29.983 

46 

541  .1 

535.56 

24.764 

47 

706.5 

600.22 

27  .601 

47 

498.2 

468.03 

23  .886 

48 

621.1 

780  .45 

23.668 

48 

447  .6 

443.50 

22.341 

49 

508.4 

645.16 

26.161 

49 

376.5 

616  .25 

24.436 

50 

499  .5 

682.79 

30.030 

50 

378.1 

495  .31 

24.068 

51 

447  .9 

701.94 

28.131 

51 

324.3 

520  .96 

24.052 

52 

382.6 

620.13 

24.830 

52 

285  .2 

536.45 

21  .038 

53 

351.3 

636  .88 

33  .305 

53 

252.8 

513  .88 

28.481 

54 

287.1 

526  .77 

28.213 

54 

214.3 

553  .06 

25.198 

55 

287.5 

1348.94 

33.391 

55 

212.5 

734.38 

31.529 

56 

241  .6 

672.35 

26  .904 

56 

183  .2 

616  .68 

22  .926 

57 

214.5 

753  .71 

31.235 

57 

150  .6 

818.48 

27  .224 

58 

197  .3 

774.98 

33.452 

58 

137  .7 

599.61 

26  .144 

59 

160.1 

3381  .38 

28.732 

59 

120  .8 

1174.22 

24.834 

60 

1616  .3 

1205.02 

36  .008 

60 

1157  .0 

817  .02 

29  .991 

ALL 

1619393  .3 

203  .09 

9  .772 

ALL 

1172051 .6 

143  .31 

8.720 

MARY  ANN  MULHALL 

DIRECTOR 

(617) 727-7962 
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TO: 


FROM: 

DATE: 

RE: 


Robert  MacNicholl,  SRB 
Howard  Mahler,  MARB 
Hilary  Rowen,  AG      / 
Alan  Zalavsky,  MIT 

Mary  Ann  Mulhall^Director 

July  14,  1989 

SDIP  Data  Requests  Incident  Information 


Below  please  find  further  information  regarding  two  incidents  provided  in  the  SDIP 
Data  Requests. 

Lane  Violation  (incident  index  15)-  is  grouped  and  includes; 

Chapter  89  Section  4A,  Lane  Violation-  motorcycles  more  than  two  abreast;  not 

single  file  while  passing;  operating  on  ways  divided  into  lanes;  failure  to  ascertain 

if  it  is  safe  to  change  lanes;  motorcycle,  single  file  when  passing. 

Chapter  89  Section  4B,  Keep  In  Right  Lane-  failure  to  keep  in  right  lane;  driving  in 

breakdown  lane. 

Chapter  89  Section  4C,  Left  Lane  Exclusion-  violation  of  left  lane  exclusion  of  heavy 

vehicles;  passing  commercial  vehicles,  excess  2  1/2  tons  (except  bus)  use  right  lane 

pass  in  adjacent  lane. 


License  Restriction  (incident  index  10)-  is  grouped  and  includes; 
Chapter  90  Section  8,  License  Restriction-  operating  in  violation  of  restriction  of 
license;  driving  during  restricted  hours;  driving  during  restricted  hours,  under 
eighteen;  operating  vehicle  for  which  operator  not  licensed;  operating  without  a 
license;  violation  of  restriction. 

Chapter  90  Section  8B,  Learner  Permit-  learner's  permit,  motorcycle  can  not  operate 
after  sunset  or  before  sunrise;  learner's  permit,  motorcycle  expires  in  6  months; 
learner's  permit,  violation  of;  motorcycle,  learner's  permit,  no  passenger. 
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I  sampled  82  citation  documents  that  contained  Chapter  90  Section  8,  License 
Restriction  violations  and  have  attached  a  copy  of  my  findings  for  your  review. 

Please  feel  free  to  call  me  with  any  questions  you  may  have. 


MAMrmpc 
attachments 
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SAMPLING:  CHAPTER  90  SECTION  8  LICENSE  RESTRICTION  -  operating  in 
violation  of  restriction  of  license;  driving  during  restricted  hours;  under  eighteen;  operating 
vehicle  for  which  operator  not  licensed;  operating  without  license.  Sampling  consisted  of 
82  documents  with  dates  written  in  1987,  1988,  and  1989.  There  are  approximately  4400 
Chapter  90  Section  8  violations  posted  to  the  Citation  Database  for  these  three  years. 

Operating  a  Motor  Vehicle  Without  Proper  License  06 

Operating  Without  Eyeglasses  10 

Operating  in  Violation  of  Restriction  on  License  26 

Motorcycle  Learners  Permit  (after  sunset)  01 

Operation  in  Violation  of  Learners  Permit  11 

Operating  Without  License  12 

Expired  License  08 

Operating  Without  License  in  Possesion  01 

Operating  in  Violation  of  License  Restriction  (under  18)  07 
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Purpose 


The  current  SDIP  step  values  assigned  to  the  various  motor  vehicle  accidents  and  violations  for  private 
passenger  automobile  insurance  have  been  in  effect  since  1990.  The  validity  of  these  values  were  last 
confirmed  by  an  AIB  study  conducted  in  1993  based  on  the  historical  loss  experience  of  policy  year  1991. 
The  purpose  of  this  analysis  is  to  determine  whether  the  current  SDIP  step  values  for  accidents  and 
violations  continue  to  adequately  differentiate  prospective  loss  experience. 

Data 

The  analysis  which  follows  is  based  on  SDIP  Incident  Classification  Data.    This  data  was  prepared  from 
1995  policy  effective  year  statistical  records  from  C.A.R.  and  1995  policy  effective  year  insurance 
company  SDIP  policy  inquiry  response  records  of  the  M.R.B.  Exposures  and  incurred 'losses  from  C.A.R. 
statistical  records  are  through  ths  accounting  date  of  June,  1996  received  by  the  M.R.B.  through  August 
29,  1996. 

The  AIB  has  relied  on  the  accuracy  of  the  SDIP  Incident  Classification  Data,  without  independent  audit  or 
verification  of  that  data.  This  data  includes  (i)  the  assignment  of  incident  history  for  the  year  prior  to  the 
1995  policy  effective  year,  (ii)  earned  exposures,  (iii)  claim  incidents  and,  (iv)  at-fault  incurred  losses. 

Scope 

The  updated  SDIP  Incident  Classification  Data  was  used  to  update  the  AIB's  earlier  analysis  completed  in 
1993.  Both  analyses  attempt  to  validate  the  following  step  value  assignments  by  incident  category  for 
liability  (A-l,  B,  PDL,  PIP,  MP)  and  collision,  respectively: 

Incident  Category'  Step  Value 
Minor  Violations  2 

Minor  Accidents  3 

Major  Accidents  4 

Major  Violations  5 

Both  analyses  test  whether  the  step  value  relationships  among  these  categories  are  valid  based  on  one  year 
of  data  relative  to  the  accident/violation  history  of  the  vehicle  for  the  year  immediately  preceding  this 
experience.  This  analysis  also  tests  whether  the  $2,000  loss  amount  which  distinguishes  a  minor  from  a 
major  accident  is  appropriate  given  the  step  value  assignments  of  3  and  4  respectively. 

This  analysis  is  not  sufficient  for  determining  alternative  step  values  or  alternative  accident/violation 
categories. 

Measures 

Excess  Pure  Premium:        The  excess  pure  premium  is  the  amount  by  which  the  1995  actual  pure  premium 

for  vehicles  with  a  given  incident  type  (accident/violation)  in  the  prior  year  is 
more/(less)  than  the  1995  actual  pure  premium  for  vehicles  who  were  incident 
free  in  the  prior  year. 

Excess  Pure  Premium  :       The  excess  pure  premium  per  step  is  the  excess  pure  premium  divided  by  the 

Per  step  marginal  step  value  for  the  accident/violation  incident.  For  example,  a  speeding 

ticket  currently  has  a  marginal  step  value  of  3  (+2  for  the  ticket,  +1  for  loss  of 


This  data  was  requested  by  the  State  Rating  Bureau  using  the  same  specifications  the  parties  used  in  a  similar  request  lor  the  199-1 
hearings.    I  he  data  was  prepared  by  the  Merit  Rating  Bureau,  and  provided  to  the  parties,  along  with  the  data  specifications  which 
define  it,  on  September  30.  1996 


Variance  of  the  Excess: 
Pure  Premium 


Variance  of  the  Excess: 
Pure  Premium/Step 
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incident  free  year).  The  excess  pure  premium  per  step  for  a  speeding  ticket  is 
equal  to  the  difference  between  the  pure  premium  for  a  speeding  ticket  and  the 
pure  premium  for  no  incidents  in  the  prior  year,  divided  by  3. 

The  variance  of  the  excess  pure  premium  is  approximately  equal  to 
(the  sum  of  the  squared  individual  losses) 
(exposures) 


(variance  of  excess  pure  premium/(marginal  step  value)  ) 


2vl/2 


These  measures,  along  with  the  raw  data,  are  summarized  by  prior  year  incident  category  for  liability  and 
collision  on  Exhibits  1  and  6,  respectively. 

Variation  of  Excess  Pure  Premiums  Per  Step  Within  Current  Incident  Categories 

Exhibits  2  and  7  graphically  display  the  liability  and  collision  excess  pure  premiums  per  step  for  each 
incident  and  incident  category,  respectively.  Exhibits  3  and  8  graphically  display  the  liability  and  collision 
incident  excess  pure  premiums  per  step  and  their  standard  deviation  ranges,  respectively. 


Major  Violations 


Miner  Violations 


The  major  violations  category  includes  seven  incidents  (incident  codes  1-8)  which 
each  carry  a  step  value  of  5.  There  is  considerable  variation  among  the  excess  pure 
premiums  per  step  for  each  incident  in  this  category  relative  to  the  excess  pure 
premium  per  step  for  the  category  as  a  whole. 

Only  0.15%  of  the  policy  year  1995  earned  vehicle  exposures  had  incurred  a  major 
violation  in  the  preceding  policy  year.  Of  these  vehicles,  approximately  82%  of  the 
violations  were  for  driving  under  the  influence  of  drugs  or  alcohol  (incident  code  2). 
The  remainder  of  the  incident  types  classified  as  major  violations  reflect  so  few 
exposures  that  they  constitute  no  more  than  .01%  of  total  exposures.  As  a  result,  the 
excess  pure  premium  per  step  for  major  violations  is  largely  driven  by  a  single 
incident  type. 

The  minor  violation  category  includes  nineteen  incidents  (incident  codes  9-32) 
which  each  carry  a  step  value  of  2.  Like  major  violations,  there  is  considerable 
variation  among  the  excess  pure  premiums  per  step  for  each  incident  in  this  category 
relative  to  the  excess  pure  premium  per  step  for  the  category  as  a  whole. 

Approximately  6.4%  of  the  policy  ye^r  1995  earned  vehicle  exposures  had  incurred  a 
minor  violation  in  the  preceding  policy  year.  Of  these  vehicles,  less  than  0.5%  of 
them  were  involved  in  criminal  violations  (incident.codes  9  -  19).  The  most  common 
incident  within  the  minor  violation  category  is  speeding.  The  top  five  minor 
violations,  based  on  vehicle  exposure  counts,  are  summarized  below. 


Minor  Violation 

%  Total 

Speeding  (20) 

62.1% 

Failure  to  stop  (22) 

11.3% 

Other  non-criminal  (3  1 ) 

7.5% 

No  inspection  sticker  (29) 

6.7% 

Unregistered  vehicle  (26) 

5.9% 

or  improper  equipment 

Subtotal 


93.5% 
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Minor  &  Major  There  are  nine  incident  codes  for  accidents  (incident  codes  4 1  -49).   Incident  codes 

Accidents  41-44  cover  minor  accidents  (at  fault  losses  less  than  $2,000)  and  receive  a  step  value 

of  3;  incident  codes  45-49  cover  major  accidents  (at  fault  losses  $2,001  &  up)  and 

receive  a  step  value  of  4. 

Approximately,  2.7%  of  the  policy  year  1995  earned  vehicle  exposures  were. involved 
in  an  accident  in  the  preceding  policy  year.  Of  these  vehicles,  approximately  63%  of 
them  were  involved  in  minor  accidents.     - 

The  average  excess  pure  premiums  per  step  for  the  minor  and  major  accident 
incidents  show  relatively  small  variation  about  their  respective  mean  excess  pure 
premiums  per  step  for  the  category  as  a  whole.  The  most  significant  variation  occurs 
at  the  lowest  at  fault  loss  level  (<  $50 1 ,  incident  code  4 1 )  and  the  highest  at  fault  loss 
level  (>  $10,000,  incident  code  49).  Not  surprisingly,  these  two  incident  types  have 
the  fewest  exposures  among  the  accident  type  incidents,  representing  less  than  4.0% 
of  all  exposures  in  the  accident  categories  combined. 


Variation  of  Excess  Pure  Premiums  by  Type  of  Incident  Category 

This  analysis  attempts  to  show  whether  the  current  step  values  for  each  incident  category  adequately  and 
fairly  distinguish  the  potential  for  future  loss  experience.  If  the  current  step  values  by  incident  category  are 
appropriate,  the  average  excess  pure  premium  per  step  should  be  approximately  equal  for  each  incident 
category. 

Liability  Coverages 

Exhibit  4  summarizes  the  excess  pure  premiums  per  step  for  each  incident  category  for  liability.   With  the 
exception  of  the  minor  violation  category,  the  excess  pure  premiums  per  step  are  approximately  the  same. 

The  step  value  of  2  (with  a  marginal  value  of  3)  for  minor  violations  appears  to  be  out  of  line  relative  to  the 
step  values  presently  assigned  to  the  other  incident  categories.  The  data  suggest  that  minor  violations  have 
roughly  the  same  effect  as  minor  accidents  on  future  loss  costs.  This  is  evidenced  by  the  fact  that  the 
average  at  fault  pure  premiums  for  minor  violations  and  accidents  are  approximately  the  same  ($680.86 
for  violations;  $682.50  for  accidents).  The  difference  in  the  estimated  excess  pure  premium  per  step  for 
these  two  categories  is  due  to  the  different  step  values  currently  assigned  to  them.  If  a  step  value  of  3  were 
assigned  to  minor  violations,  the  average  excess  pure  premium  per  step  for  this  category  would  fall  to 
$7 1 .27,  which  compares  with  $7 1 .68  for  the  minor  accident  category. 

Page  2  of  Exhibit  4  provides  some  insight  for  this.  The  at  fault  claim  frequency  per  1 00  vehicles  is 
approximately  the  same  for  vehicles  with  one  minor  violation  and  one  minor  accident  in  the  prior  year 
period.  For  both  categories,  one  minor  violation  or  accident  in  a  given  year  indicates  that  the  accident 
frequency  in  the  following  year  will  be  roughly  2/3  greater  than  the  frequency  for  a  vehicle  which  had  no 
accident  or  violation  in  the  preceding  year. 

Collision 

Exhibit  9  summarizes  the  excess  pure  premiums  per  step  for  each  incident  category  for  collision.  The 
average  excess  pure  premiums  per  step  over  the  incident  categories  for  collision  are  generally  similar, 
although  they  are  slightly  more  variant  than  those  estimated  for  liability. 
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Similar  to  liability,  the  step  value  assigned  to  minor  violations  appears  low  relative  to  the  other  categories 
The  average  collision  pure  premiums  for  vehicles  with  a  minor  violation  or  major  accident  in  the  prior  year 
are  approximately  the  same.  The  subsequent  frequencies  for  these  two  incident  categories  are 
approximately  the  same,  and  average  about  2/3  higher  than  the  incident  free  risk. 

The  Loss  Value  Threshold  for  Minor  and  Major  Accidents 

In  1995,  the  loss  threshold  which  defined  a  claim  as  a  minor  or  major  accident  was  increased  from.S  1 ,500 
to  $2,000.  If  the  present  step  value  assignments  of  3  and  4  are  correct,  the  ratio  of  the  average  excess  pure 
premium  for  loss  amounts  above  the  threshold  over  the  average  excess  pure  premium  for  loss  amounts 
below  the  threshold  should  be  approximately  4/3. 

Exhibit  1 1  examines  the  ratios  at  each  possible  loss  threshold.  The  data  suggests  that  the  current  threshold 
of  $2,00C  is  reasonable. 

Summary 

On  a  broad  basis,  the  relative  constancy  of  the  excess  pure  premiums  per  step  across  incident  categories 
indicates  that  the  current  classifications  and  step  values  are  reasonable.   Further,  the  data  confirm  that  prior 
violations  are  as  meaningful  as  prior  claims  in  predicting  future  claims. 
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Memorandum 


TO: 
FROM: 

DATE: 
RE: 


Private  Passenger  Actuarial  Committee 

Kim  Scott 
Rosemary  Bray 

May  9,  1996 

TECHNICAL  DESCRIPTION  OF  SDIP  ANALYSIS 


The  AIB  staff  has  completed  its  annual  review  of  the  SDIP  step  differentials  underlying 
the  current  program.  This  analysis  results  in  indicated  Liability  and  Collision  step  differentials 
for  each  class-territory  cell  as  well  as  overall  indicated  step  differentials.  The  indicated  step 
differentials  within  each  cell  are  also  compared  with  the  current  statewide  SDIP  step  differentials 
(7%  for  Liability  and  5%  for  Collision)  to  determine  the  percentage  of  exposures  within  each 
class-territory  cell  that  are  overcharged/undercharged  under  the  current  SDIP  program. 

This  year's  analysis  proceeds  along  the  same  lines  as  last  year's,  although  the  data  used 
are  one  year  later  (Policy  Year  1994  as  of  6/30/95).  Statistical  variation  and  changes  in  the 
flat/variable  portions  of  rates  generate  slightly  different  indicated  step  differentials  this  year.  The 
table  below  displays  the  indicated  pure  premium  and  rate  differentials  for  the  past  few  years. 


Pure  Premium 
Differentials 

Rate 
Differentials 

Data 

Liability 

Collision 

Liability 

Collision 

PY  1988 

9.2% 

8.4% 

6.9% 

5.2% 

PY  1989  ■ 

8.6% 

8.0% 

6.7% 

4.8% 

PY  1990 

8.6% 

8.8% 

7.0% 

5.6% 

PY  1991 

8.6% 

9.0% 

7.2% 

6.3% 

PY  1992 

8.5% 

8.8% 

7.3% 

6.1% 

PY  1993 

8.7% 

8.6% 

7.7% 

6.3% 

PY  1994 

8.4% 

8.6%            7.3% 

6.4% 
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Calculation  of  Indicated  Stpp  Differentiate 

The  first  step  in  calculating  indicated  step  differentials  by  cell  is  the  regression  of  actual 
pure  premiums  against  SDIP  step  using  a  weighted  linear  least-squares  method.  Indicated  pure 
premium  differentials  are  then  calculated  using  the  following  formula: 

Ind.  Diff.  =   Slope  /  [Y-Intercept  +  (Slope  Coefficient  x  15)] 

where  the  indicated  pure  premium  differentials,  regression  y-intercepts  and  slope  coefficients  are 
calculated  for  each  class  and  territory.  The  product  of  these  mdicated  pure  premium  differentials 
and  the  variable  percentage  of  the  average  step  15  rates  within  each  cell  yields  the  indicated  rate 
differentials  shown  on  Exhibit  2,  Pages  1-2.  The  variable  percentage  of  the  step  15  rates  is 
determined  using  1996  Decision  average  rate  components.  The  variable  percentages  of  the  rates 
by  class  and  territory  are  shown  in  Exhibit  3,  Pages  1  and  6. 

A  different  method  is  used  to  calculate  the  statewide  indicated  step  differential  across  all 
class-territory  cells.  First,  fitted  pure  premiums  are  calculated  by  step,  class  and  territory  using 
the  parameters  from  the  weighted  least-squares  regression  discussed  above.  A  multiple  regression 
is  then  performed  on  these  pure  premiums  to  determine  the  overall  statewide  best-fitting  step 
differential,  D.  The  procedure  repeatedly  tests  successive  values  of  D  to  determine  which  value 
of  D  minimizes  the  following  formula: 

£  {[  (PP2  -  PP1)  ~2]  x  E] 

where  PP1  is  the  fitted  pure  premium  by  step,  class  and  territory  from  the  weighted  least-squares 
regression  described  above;  E  is  the  number  of  exposures  by  step,  class  and  territory;  and  PP2 
is  calculated  as: 

PP3x[l-(Dx  (15  -  step))], 

where  PP3  is  the  Step  15  fitted  pure  premium  by  class  and  territory  from  the  weighted  regression. 
This  is  exactly  the  same  approach  used  in  last  year's  analysis. 

It  should  be  noted  that  this  study  did  not  attempt  to  determine  indicated  step  differentials 
by  territory  (across  all  classes)  or  indicated  step  differentials  by  class  (across  all  territories).  This 
is  because  of  the  difficulty  of  adjusting  territory  (class)  data  for  the  differing  mix  of  classes 
(territories).  The  differing  mix  of  classes  and  territories  also  complicates  the  determination  of  the 
variable  percentage  of  Step  15  rates  across  all  classes  or  territories.  For  these  reasons,  we  have 
confined  our  study  to  the  determination  of  step  differentials  by  class-territory  cell  and  for  the  state 
overall.  For  the  state  overall,  the  above  procedure  yielded  indicated  rate  differentials  of  7.3%  for 
liability  and  6.4%  for  Collision  as  shown  on  Exhibit  1,  Page  1. 
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r>pfprmination  of  Perrpntagp  of  Drivers  Overrhargpri/TTnriprrhargpri 

The  indicated  class-territory  step  differentials  from  the  weighted  least-squares  regression 
provide  an  indicator  of  the  percentage  of  drivers  overcharged/undercharged  within  each  cell  under 
the  current  statewide  SDIP  step  differentials.  This  indicator  does  not,  however,  measure  the 
amount  by  which  the  cell  is  overcharged  or  undercharged,  nor  does  it  consider  the  effects  of  other 
subsidies  in  the  rates.  Further,  the  limited  exposure  volume  in  each  cell  makes  some  of  the 
individual  results  questionable.  In  order  to  determine  which  drivers  are  overcharged/undercharged 
within  a  cell,  the  following  rules  should  be  applied: 

If  the  indicated  class-territory  step  differential  is  higher  than  the  current  statewide  step 
differential,  then  all  drivers  in  SDIP  steps  below  the  cell  average  are  overcharged  and  all 
drivers  in  steps  above  the  cell  average  are  undercharged. 

If  the  indicated  class-territory  step  differential  is  lower  than  the  current  statewide  step 
differential,  then  all  drivers  in  SDIP  steps  below  the  cell  average  are  undercharged  and  all 
drivers  in  steps  above  the  cell  average  are  overcharged. 

As  an  example  of  the  above  rules,  assume  that  a  class-territory  cell  has  an  indicated  step 
differential  of  8%  for  Liability  and  the  average  SDIP  step  within  the  cell  is  15.  This  indicates  that 
the  discount  given  to  a  Step  9  driver  should  be  48%  rather  than  the  42%  discount  given  under  the 
current  SDIP  program,  which  uses  a  7%  step  differential.  Similarly,  a  Step  17  driver  would 
receive  a  16%  surcharge,  given  an  8%  step  differential,  compared  to  a  14%  surcharge  under  the 
current  SDIP  program.  Thus,  credit  risks  are  overcharged  and  surcharge  risks  are  undercharged. 
Of  course,  the  average  step  within  a  cell  is  generally  not  15;  the  above  rules  appropriately  reflect 
the  effects  of  SDIP  off-balance  factors  in  determining  whether  or  not  a  particular  exposure  is 
overcharged. 

It  is  also  possible  to  determine  what  fraction  of  exposures  overall  are  overcharged  due  to 
differences  between  indicated  and  current  step  differentials  by  summing  across  all  class-territory 
cells;  the  result  overall  is  that  41.1  %  of  liability  exposures  are  overcharged  by  various  amounts, 
again  excluding  the  effects  of  other  subsidies. 
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ate  Component 

)  Voluntary  Loss  Pure  Premium 

,)  Commission  Expense 

)  Premium  Tax 

)  Underwriting  Profit 

;)  Symbol  Drift 

')  Variable  Portion  of  Avg.  Rate 
[(D+(2)]/[H3M4)] 
[(1)/[1-(3M4)]]  x  [l+(5)] 

")  Adjusted  Residual  Market  Load 

;)  Other  Company  Expense 

')  SDIP  Reconcilation/ 
Insolvency  Assessment 

0)  Rat  Portion  of  Average  Rate 
[((7)+(8)]/[l-<3M4)]]  +  (9) 
i([(2)+(7)+(8)]/[l-<3M4)]]  x  [1  +  (5)]]  +(9) 

1)  Final  Average  Rate  [(6)  +  (10)] 

2)  Indicated  Pure  Premium  Differential* 

3)  Average  Step 

4)  Indicated  Rate  Differential 


V 


A-l 


2.3% 


-5.4% 


$20.77 


$24.66 


A-2 


$173.94    $52.27 


$36.32    $11.06 


2.3% 


-5.4% 


$203.86  $61.40 


$7.02 


$7.69 


$44.05  $14.26 


PDL 


$102.28 


$20.15 


2.3% 


-2.1% 


$122.66 


$5.78 


$12.27 


$10.54 


$28.62 


$247.91  $75.66  $151.29 


Combined 

Liability  COLL 

$328.49  $143.67 

$67.53  $29.11 

2.3% 


$387.92 


$86.93 


8.4% 


11.29 


7.3% 


-1.5% 


•19.5% 


$116.58 


$33.57  $12.35 


$44.62  $20.69 


$10.79 


$61.22 


$474.86        $177.79 


8.6% 


11.19 


6.4% 


k  See  text  for  explanation  of  calculation  of  indictated  pure  premium  differential, 
indicated  Rale  Differential  is  : 
(IPPD  x  var.  portion  of  ratc)/(avg.  final  rate  -((15-avg.slep)  x  IPPD  x  flat  port  of  rate)). 
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1997  Massachusetts  Private  Passenger  Automobile 

Safe  Driver  Insurance  Plan  Analysis 

Liability 


1994 


SDIP 

Liability 

% 

Step 

Exposures 

Distribution 

9 

1,550,136.3 

49.01% 

10 

477,886.8 

15.11% 

11 

110,008.9 

3.48% 

12 

58,976.8 

1.86% 

13 

280,358.6 

8.86% 

14 

218,322.8 

6.90% 

15 

193,687.6 

6.12% 

16 

49,880.8 

1.58% 

17 

45,717.8 

1.45% 

18 

41,641.7 

1.32% 

'        19 

30,538.0 

0.97% 

20 

20,360.8 

0.64% 

21 

16,899.4 

0.53% 

22 

13,453.0 

0.43% 

23 

10,973.0 

0.35% 

24 

8,581.3 

0.27% 

25 

7,026.2 

0.22% 

26 

5,494.1 

0.17% 

27 

4,565.8 

0.14% 

28 

3,518.3 

0.11%> 

29 

2,957.3 

0.09% 

30 

2,347.1 

0.07% 

31 

1,819.5 

0.06% 

32 

1,441.0 

0.05% 

33 

1,220.7 

0.04% 

34 

964.9 

0.03% 

35 

4,239.6 

0.13% 

Total 

3,163,018.0 

100.00% 

Average  Liability  SDIP  Step  11.29 
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1997  Massachusetts  Private  Passenger  Automohilc 

Safe  Driver  Insurance  Plan  Analysis 

Collision 


1994 


SDIP 

Collision 

°A 

Step 

Exposures 

Distribution 

9 

1,042,753.1 

49.75% 

10 

324,101.7 

15.46% 

11 

69,974.4 

3.34% 

12 

35,971.0 

1.72% 

13 

188,999.7 

9.02% 

14 

144,354.0 

6.89% 

15 

116,346.1 

5.55% 

16 

32,486.7 

1.55% 

17 

30,143.0 

1.44% 

18 

27,571.7 

1.32% 

19 

19,830.6 

0.95% 

20 

12,687.2 

0.61% 

21 

10,477.7 

0.50% 

22 

8,262.0 

0.39% 

23 

6,714.2 

0.32% 

24 

5,184.8 

0.25% 

25 

4,066.8 

0.19% 

26 

3,149.3 

0.15% 

27 

2,594.7 

0.12% 

28 

2,021.4 

0.10% 

29 

1,671.0 

0.08% 

30 

1,272.8 

0.06% 

31 

1,012.1 

0.05% 

32 

784.9 

0.04% 

33 

672.3 

0.03% 

34 

528.4 

0.03% 

35 

2,203.8 

0.1 1% 

Total 

2,095.835.1 

100.00% 

Average  Collision  SDIP  Step  11.19 
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COMMONWEALTH  OF  MASSACHUSETTS 
DIVISION  OF  INSURANCE 

470  Atlantic  Avenue  •  Boston,  MA  02210-2223 


WILLIAM  F.  WELD  LINDA  RUTHARDT 

GOVERNOR  COMMISSIONER 

ARGEO  PAUL  CELLUCCI 

LIEUTENANT  GOVERNOR 

Dear  Commissioner  Ruthardt: 

In  August  of  1976,  as  a  result  of  the  enactment  of 'the  Merit  Rating  Surcharge  Law,  I  had  the 
opportunity  to  meet  with  the  Chairmen  of  the  Joint  Legislative  Insurance  Committee  and  the 
cosponsors  of  the  legislation,  Senator  Daniel  Foley  and  Representative  Raymond  LaFontaine. 
The  legislative  intent  of  the  law,  according  to  their  interpretation,  was  to  reward  "good  or  safe 
drivers"  by  granting  credits  towards  their  insurance  premiums  and  to  surcharge  those  drivers 
receiving  motor  vehicle  citations  or  determined  to  be  more  than  50  percent  at  fault  in  motor 
vehicle  accidents.  Today  this  concept  still  holds  true.  The  SDIP  does  in  fact  provide  for  all 
operators  achieving  the  best  credit  step,  Step  9,  to  receive  at  least  a  42  percent  reduction  in  their 
mandatory  coverages  and  a  30  percent  reduction  in  their  optional  coverages. 

I  would  like  to  thank  you,  Commissioner,  for  affording  me  the  opportunity  to  work  with  many 
dedicated  individuals  on  a  project  that  allowed  us  to  be  proactive  rather  than  reactive.  We  feel  the 
recommendations  in  this  report  will  further  provide  a  fair  playing  field  for  the  citizens  of  the 
Commonwealth. 

My  sincere  appreciation  to  the  following;  Mary  Ann  Mulhall  of  the  Merit  Rating  Board  for  her 
continued  support  and  expertise,  conducting  studies  and  surveys,  and  providing  specialized  data 
used  for  analysis  in  various  reports,  Donna  Brennan,  also  of  the  Merit  Rating  Board,  for  her 
historical  knowledge  and  contributions  in  coordinating  the  technical  questionnaire,  the  State 
Rating  Bureau's  Steve  D'Amato  for  his  insightful  ideas,  advice,  and  counsel,  Bob  MacNichoIl 
for  the  detailed  analysis  of  many  of  the  recommendations  developed  by  the  Task  Force,  Craig 
Spratt  for  his  valuable  and  thoughtful  review  of  this  report,  and  Burt  Feinberg  for  his 
enthusiasm  and  analytical  expertise,  and  from  the  Division  of  Insurance,  Joseph  Mulkern  for 
his  legal  research  and  memoranda,  Michael  Goetz  for  the  energy  and  ideas  he  brought  to  the 
Task  Force,  and  especially  his  efforts  in  coordinating  this  report,  Daniel  Arndt  for  all  of  his 
contributions,  outline,  comparative  study,  and  greatly  appreciated  writing  and  editing  skills,  to 
Ada  Maria  Barry  for  her  patience,  dedication  to  this  project  and  most  importantly  her 
commitment  to  excellence,  and  a  special  thanks  to  Mary  Carroll,  Dianne  Senkel,  and  Theresa 
Sacco  for  assisting  in  the  production  of  this  report. 

On  behalf  of  the  Massachusetts  Division  of  Insurance  and  the  Massachusetts  Merit  Rating  Board, 
I  hereby  submit  this  report  with  the  hope  that  the  recommendations  set  forth  will  enhance  the 
SDL?  by  furthering  its  goals  of  encouraging  safe  driving. 

Ralph  A.  Iannacc 

Deputy  Commissioner  and  Chief  of  Staff 

August  1996 
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INTRODUCTION 

Commissioner  of  Insurance  Linda  Ruthardt  requested  that  the  Massachusetts  Division  of 
Insurance  and  the  Massachusetts  Motor  Vehicle  Insurance-Merit  Rating  Board  (MRB) 
conduct  an  overall  review  of  the  Safe  Driver  Insurance  Plan  (SDEP,  also  referred  to  as 
"the  Plan")  and  provide  her  with  a  report  of  recommendations  by  focusing  on  the 
following  goals  and  objectives:  (1)  increasing  incentives  for  safe  driving,  (2)  utilizing 
technology  to  increase  efficiency  and  improve  access  to  data  both  within  the 
Commonwealth  and  from  other  jurisdictions,  (3)  encouraging  safe  driving  by  increasing 
public  awareness  and  education  of  the  SDEP,  (4)  ensuring  the  consistent  and  equal 
application  of  the  Plan,  and  (5)  ensuring  that  the  Plan  is  more  user  friendly.  The  Division 
of  Insurance  and  the  Merit  Rating  Board  thereafter  reconvened  the  SDEP  Task  Force 
which  was  initially  established  in  1992.  This  Task  Force  had  reviewed  and  successfully 
addressed  specific  concerns  relative  to  the  appellate  functions  of  the  Board  of  Appeal  as 
well  as  certain  aspects  of  the  Plan  itself.  l 

The  reconvened  SDEP  Task  Force  is  comprised  of  and  has  benefited  from  the  experience 
and  knowledge  of  a  wide  variety  of  individuals  and  organizations.  A  working  group  was 
formed  and  this  report  is  the  product  of  their  time  and  effort. 

Numerous  ideas  and  comments  were  solicited  from  a  wide  variety  of  sources  both  from 
within  and  outside  of  the  Task  Force.    No  idea  was  rejected  out-of-hand  nor  was  any 
embraced  without  careful  review.  To  determine  the  feasibility  and  desirability  of  the 
various  proposals,  several  studies  were  commissioned  by  the  Task  Force.  In  order  to 
evaluate  the  "aging  process,"  to  consider  the  elimination  of  the  "clean  slate  rule,"  and  to 
analyze  the  impact  of  a  Commissioner's  Excellent  Driving  Award,  a  statistical  analysis  was 
prepared  by  Robert  MacNicholl,  Deputy  Director  of  the  State  Rating  Bureau  (SRB).3  To 
generate  new  ideas  and  provide  a  comparative  analysis  of  similarly  situated  jurisdictions,  a 
comparative  study  was  prepared  by  Daniel  Arndt,  Esq.  of  the  Division  of  Insurance.4  To 
identify  patterns  of  unsafe  driving,  quarterly  reports  of  motor  vehicle  violations  from  all 
law  enforcement  jurisdictions  within  the  Commonwealth  were  provided  by  Mary  Ann 
Mulhall,  Director  of  the  Merit  Rating  Board.  In  addition,  Joseph  Mulkern,  Esq.  of  the 
Division  of  Insurance  reviewed  and  analyzed  concerns  related  to  consistent  legal  policy 
and  its  application  within  the  SDEP.5 

The  agencies  of  the  Commonwealth  that  oversee  and  implement  the  Plan,  the  Division  of 
Insurance  and  the  Merit  Rating  Board,  hereby  submit  the  following  report  in  the  belief  that 
the  recommendations  contained  herein  will  continue  to  ensure  that  the  Safe  Driver 
Insurance  Plan  remain  fair  and  consistent,  provide  incentives  for  safe  driving,  and  continue 


1  See  SDIP  Task  Force  Accomplishments.  , 

See  Appendix,  I.    Issues  For  Consideration. 
3  See  Appendix,  II.   Test  Of  Changes  To  Current  SDIP  Point  Assignments 

See  Appendix,  III.  Study  Of  Other  Jurisdictions'  Automobile  Insurance  Systems. 

See  Appendix,  IV.  Encouraging  Consistency  For  Consumers. 
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to  provide  an  environment  for  SDEP -based  rate  deviations  for  the  benefit  of  the 
Commonwealth's  consumers  and  insurers. 


SDIP  HISTORY 

Ensuring  safety  on  our  roads  has  become  a  significant  goal  of  governmental  bodies   - 
worldwide.  Many-jurisdictions  have  moved  towards  automobile  insurance  "risk 
classification"  plans  as  a  major  tool  in  fostering  this  goal.   Since  this  trend  began, 
Massachusetts  has  been  in  the  forefront  of  applying  this  approach. 

In  1976,  the  Legislature  created  a  Merit  Rating  Surcharge  System.  The  intent  was  to 
reward  "good"  drivers  with  a  discount  on  their  insurance  premiums  and  to  apply  a 
surcharge  to  "bad"  drivers.  Points  were  assigned  and  then  applied  to  driving  history 
records  based  upon  various  motor  vehicle  violations  and  at-fault  accidents.  A  credit  of 
approximately  $20  was  applied  to  those  drivels  with  good  driving  records. 

In  1983,  The  Automobile  Insurance  Reform  Act  authorized  the  Commissioner  of 
Insurance  to  establish  a  Safe  Driver  Insurance  Plan.  This  Plan  provided  for  credits 
resulting  in  lower  premiums  for  those  drivers  who  experienced  incident-free-years,  and 
surcharges  resulting  in  higher  premiums  for  those  drivers  who  were  determined  to  be  more 
than  50  percent  at  fault  in  automobile  accidents,  and/or  were  convicted  of  certain  motor 
vehicle  violations.  A  driver's  history  of  accidents  and  violations  has  been  accepted  as  a 
good  indicator  of  a  driver's  potential  risk.  In  1983,  the  Plan  called  for  a  three  year 
experience  period,  and  the  credit  grew  to  a  maximum  of  $40. 

From  1984  to  1989,  the  Plan  was  modified  by  making  changes  to  the  credits  and  the 
experience  period.  By  the  end  of  1989,  credits  ranged  from  $90  to  $120  for  property 
damage  liability  coverage. 

In  1990,  the  Plan  was  revised  and  modeled  after  the  European  "bonus/malus"  concept. 
The  new  SDIP  offered  several  critical  changes.  First,  the  concept  of  a  growing  ladder  of 
steps  was  established,  in  that,  the  experience  period  of  the  SDIP  would  be  lengthened  with 
each  year,  thus  allowing  larger  credits  to  drivers  with  more  incident-free  driving 
experience.  This  Plan  now  provided  greater  incentives  and  increased  benefits  to  this 
driving  population.  The  idea  of  credit  steps  and  surcharge  steps  was  also  introduced.  The 
ladder  of  steps  consists  of  a  neutral  Step  15,  credit  Steps  9  to  14  and  surcharge  Steps  16 
to  35.  All  drivers  begin  at  Step  15,  and  then  move  up  or  down  the  ladder  according  to  the 
number  of  surcharge  points  and  incident-free  driving  years  on  their  driving  records.  Each 
step  is  assigned  a  seven  percent  surcharge  or  credit  for  liability  coverage  and  a  five  percent 
surcharge  or  credit  for  collision  coverage.  Beginning  in  1990,  the  experience  period  was 
set  at  six  years,  with  the  intention  of  lengthening  it  in  subsequent  years.  This  was  also  the 
reason  why  the  best  credit  step  was  established  at  Step  9;  the  Plan  was  meant  to  grow,  so 
that  in  1991,  the  best  step  would  be  Step  8,  then  the  next  year,  Step  7,  and  so  forth.  In 
1991,  new  legislation  was  enacted  which  capped  the  experience  period  at  six  years.  In 
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order  to  ease  the  transition  from  a  three  to  a  six  year  experience  period,  the  Plan  also 
included  a  "clean  slate  rule"  which  moved  drivers  who  were  in  surcharge  status  (Steps  16 
to  35)  to  credit  Step  14  if  they  maintained  three  consecutive  incident-free  years. 

In  1995,  as  a  result  of  the  recommendations  of  the  SDIP  Task  Force,  several  changes 
were  implemented.  Most  notably,  the  thresholds  for  the  two  existing  categories,  minor 
and  major  at-fault  accidents,  were  changed.  The  thresholds  were  increased  from  $200  to 
$500  for  minor  at-fault  accidents  and  from  $1,500  to  $2,000  for  major  at-fault  accidents. 

As  of  January  1,  1996,  approximately  60  percent  of  all  drivers  had  an  opportunity  to  avail 
themselves  of  at  least  a  ten  percent  discount  in  their  automobile  insurance  premiums  due 
to  their  SDIP  steps  being  9  or  10  and  the  downward  rate  deviations  filed  by  many  insurers. 
The  willingness  of  insurers  to  offer  premium  discounts  to  insureds  based  on  the  SDEP's 
risk  classifications  suggests  that  the  SDEP  steps  are.  indeed,  a  good  indicator  of  a  driver's 
potential  insurance  risk. 


SDIP  TASK  FORCE  ACCOMPLISHMENTS 

Proposals 

In  1992,  a  SDIP  Task  Force  was  created  to  review  the  SDIP  with  specific  emphasis  on  the 
appellate  functions  of  the  Board  of  Appeal  on  Motor  Vehicle  Liability  Policies  and  Bonds 
(the  Board  of  Appeal).  The  Task  Force  reviewed  the  Board  of  Appeal's  methods  and 
procedures  for  expediting  the  appeal  process. 

The  following  recommendations  were  proposed  by  the  Task  Force:  (1)  implementation  of 
administrative  reviews  of  certain  weather-related  accidents,  (2)  acceptance  of  written 
affidavits  in  lieu  of  personal  appearances  for  Board  of  Appeal  surcharge  hearings,  (3) 
repromulgation  of  the  Standards  of  Fault,  (4)  revision  of  the  Surcharge  Notice,  and  (5)  an 
increase  in  the  at-fault  thresholds.  All  of  these  recommendations  were  adopted  for  the 
benefit  of  consumers  and  insurers. 

Results 

The  Board  of  Appeal,  in  conjunction  and  in  cooperation  with  the  Task  Force, 
implemented  an  administrative  review  of  certain  winter  weather-related  accidents.  This 
process  eliminated  the  need  for  insureds  and  insurers  to  attend  a  formal  hearing.  Only 
appeals  that  could  be  decided  in  favor  of  the  appellant  were  resolved  in  this  fashion. 

For  the  convenience  of  appellants,  the  Board  of  Appeal  implemented  a  procedure  whereby 
an  appellant,  who  cannot  or  chooses  not  to  attend  a  scheduled  hearing,  may  submit  a 
written  affidavit  detailing  the  basis  of  the  appeal,  in  lieu  of  a  personal  appearance.  Not 
only  does  this  provide  a  convenient  option  for  consumers,  but  also  curtails  requests  for 
postponements. 
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The  implementation  of  administrative  reviews  coupled  with  the  acceptance  of  written 
affidavits  has  aided  in  the  reduction  of  the  backlog  of  surcharge  appeals.  Despite  two  of 
the  most  severe  winters  on  record,  the  Board  of  Appeal  has  been  able  to  reduce  its 
backlog  from  22  months  to  less  than  6  months. 

The  basis  for  determining  fault  in  excess  of  50  percent  in  motor  vehicle  accidents  relative 
to  the  application  of  surcharges  is  the  Standards  of  Fault.  The  Board  of  Appeal 
repromulgated  these  standards  in  order  to  improve  the  descriptions  of  various  accident 
situations,  making  these  standards  easier  to  apply  and  understand. 

With  the  support  of  the  Task  Force,  the  Division  of  Insurance  redesigned  the  Surcharge 
Notice.  The  redesigned  notice  includes  the  complete  statement  of  the  Standard  of  Fault 
and  provides  a  clear  and  detailed  explanation  for  the  filing  of  an  appeal.  In  addition,  the 
new  notice  advises  the  insured  of  the  consequences  of  the  surcharge.  These  changes  are 
intended  to  improve  the  consumers'  understanding  of  their  rights  under  the 
Commonwealth's  Safe  Driver  Insurance  Plan,  thereby  enhancing  due  process. 

Additionally,  the  reverse  side  of  the  Surcharge  Notice  provides  a  revised  Surcharge 
Appeal  Form  that  is  structured  to  allow  more  detail  and  to  aid  insureds  in  their  explanation 
of  the  accident.  This  revised  Surcharge  Appeal  Form  was  designed  with  the  intention  of 
facilitating  a  future  "on  the  record  review,"  as  well  as  the  administrative  review  of  winter 
weather-related  accidents.  An  "on  the  record  review"  will  allow  for  decisions  to  be 
rendered  in  favor  of  the  appellant  on  the  basis  of  documents  submitted  to  the  Board  of 
Appeal  by  the  appellants  and  insurers.  This  process  will  eliminate  the  need  for  either  the 
insured  or  the  insurer  to  attend  a  formal  hearing,  resulting  in  a  cost  savings,  as  well  as  an 
added  convenience  for  appellants  and  their  insurance  companies. 

Finally,  the  at-fault  threshold  (the  minimum  payment  that  triggers  a  major  or  minor  at-fault 
accident  surcharge)  was  examined  by  the  Task  Force  to  account  for  the  rising  cost  of 
repairs  to  automobiles.  The  Task  Force  recommended  that  the  minor  at-fault  accident 
threshold  be  increased  from  $200.01  to  $500.01  and  the  major  at-fault  accident  threshold 
be  increased  from  $1,500.01  to  $2,000.01.  The  recommendation  of  the  Task  Force  to 
increase  the  thresholds  was  adopted  in  the  1995  SDIP. 
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TECHNOLOGICAL  ACCOMPLISHMENTS 

The  Commonwealth's  Board  of  Appeal  and  Merit  Rating  Board  have  combined  efforts  to 
utilize  available  technology  to  increase  efficiency  and  improve  the  overall  operations  of  the 
appeals  process.  A  database  has  recently  been  developed  to  allow  for  electronic  transfer 
of  appeals  data,  thus  increasing  the  efficiency  of  processing  appeals.  Surcharge  Notices 
are  sent  to  the  Division  of  Insurance's  lockbox.6  A  magnetic  tape  of  relevant  data  is- 
created  by  the  bank  and  forwarded  to  the  Merit  Rating  Board.  The  MRB  matches  the 
data,  extracts  pertinent  information  from  appellants'  surcharge  notices,  creates  a  file,  and 
downloads  this  information.  The  Board  of  Appeal  accepts  this  data  and  populates  the 
database  at  the  Division  of  Insurance. 

The  Division  of  Insurance  programmed  its  database  to  generate  acknowledgment  receipts, 
hearing  notices,  findings,  and  statistical  reports.  This  database  also  creates  a  file  of 
decisions  rendered  by  the  Board  of  Appeal.  The  file  is  sent  to  the  MRB  where  the 
individual's  driving  history  record  will  be  updated. 

One  of  the  purposes  of  redesigning  the  Surcharge  Notice  was  to  allow  for  an  "on  the 
record  review"  of  appeals.  The  Board  of  Appeal,  through  its  database,  will  generate 
reports  which  will  be  electronically  transmitted  to  insurers.  These  reports  will  provide 
each  insurance  company  with  a  list  of  pending  appeals  of  their  insureds.  Insurance 
companies  will  in  turn  electronically  transmit  pertinent  accident  information  to  the  Board. 
Using  the  information  on  the  redesigned  Surcharge  Notice  and  the  accident  information 
provided  by  the  insurer,  an  "on  the  record  review"  will  be  conducted  for  those  appeals 
that  can  be  decided  in  favor  of  the  appellant. 

Electronic  mail  will  provide  an  additional  option  for  the  appellant  to  submit  an  appeal  in 
writing  in  lieu  of  a  personal  appearance.  The  "on  the  record  review"  and  acceptance  of 
written  appeals  will  eliminate  the  need  for  travel  to  a  hearing  location,  offering  a  savings 
of  time,  money,  and  effort. 

The  Division  of  Insurance's  satellite  offices  in  Central  and  Western  Massachusetts  have 
been  linked  electronically  to  the  Division's  database,  allowing  decisions  to  be  entered  as 
they  are  rendered  and  an  appellant's  driving  history  to  be  updated. 

The  MRB  intends  to  provide  the  capabilities  for  data  transfer  of  SDIP  Policy  Inquiries  and 
SDIP  Claims  over  the  telecommunication  network  as  an  alternative  to  the  existing 
magnetic  tape  data  transfers  and  to  provide  on-line  update  capabilities  for  SDIP  Claim 
correction  and  SDIP  Inquiries. 

As  part  of  a  survey  sent  by  the  SDIP  Task  Force  to  insurers  in  February  1996,  MRB 
solicited  the  industry's  input  on  technological  enhancements,  improvements,  and 
suggestions.  The  industry  responded  favorably  to  MRB's  offer  to  provide  alternatives  for 
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data  transfers.  Additionally,  the  MRB  will  use  the  host  site  at  ITD  (Information 
Technology  Division)  to  create  a  World  Wide  Web  page.  Policyholders,  operators, 
agents,  and  companies  will  soon  have  access  to  SDD?  information  through  the  Internet. 


RECOMMENDATIONS 

In  order  for  the  Commonwealth  to  maintain  its  leadership  in  accurately  establishing  risk 
classifications,  encouraging  safe  driving,  and  providing  an  equitable  system  for  all  drivers, 
the  Safe  Driver  Insurance  Plan  should  be  periodically  reviewed,  enhanced  and  fine-tuned. 

The  Division  of  Insurance  and  Merit  Rating  Board  respectfully  submit  the  following 
recommendations  for  consideration  by  the  Commissioner.  The  parties  to  the  automobile 
insurance  rate  hearings  are  also  requested  to  consider  these  recommendations,  and  to 
recommend  for  adoption  the  proposals  they  support  for  implementation  for  1 997.  We 
also  recommend  that  those  proposals  the  Commissioner  deems  appropriate  be  referred  to 
the  SDIP  Regulation  Hearing  for  consideration.  The  proposals  that  the  Commissioner 
wishes  to  defer  should  be  referred  to  the  Joint  Implementing  Committee  for  necessary 
research  and  development. 


1.  Elimination  of  the  Surcharge  Notice  for  Comprehensive  Claims 

Currently,  no  surcharges  are  assessed  for  comprehensive  claims.  However,  an  insurance 
company  is  required  to  send  a  notice  indicating  a  possible  future  surcharge  to  insureds 
who  have  been  paid  for  comprehensive  claims.  These  notices  are  costly,  time-consuming, 
and  confusing  tc  the  insureds. 

The  Claims  Advisory  Committee  of  the  Commonwealth  Automobile  Reinsurers 
unanimously  recommended,  as  do  we,  that  the  notice  requirement  be  eliminated  from  the 
regulation.  The  MRB  believes  that  this  change  could  be  implemented  for  policy  year  1997 
without  effecting  existing  systems  and  procedures.  The  requirement  that  the  companies 
report  these  claims  to  the  MRB  should  be  retained  for  future  statistical  analysis  and  to 
comply  with  the  requirements  of  state  law. 


2.  Elimination  of  the  Clean  Slate  Rule 

If  drivers  are  at  Step  15  or  higher  and  no  incidents  are  attributed  to  their  driving  record  for 
three  consecutive  years,  the  clean  slate  rule  places  them  at  Step  14  (a  credit  step).  Good 
drivers,  those  at  Steps  9  to  14,  are  not  afforded  comparable  premium  reductions  when 
they  maintain  3  years  of  incident-free  driving.  , 


See  Recommendation  16,  Joint  Implementing  Committee 
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In  responding  to  the  Division  of  Insurance's  request  for  comments,  The  Automobile 
Insurers  Bureau  of  Massachusetts  (AIB)  summarized  the  history  of  the  clean  slate  rule 
stating  that,  "It  was  originally  designed  to  ease  the  transition  from  the  previous  SDEP  to 
the  1990  SDIP,  and  was  initially  placed  in  the  1990  SDIP  with  the  idea  that  it  would  be 
removed  in  a  few  years."  The  Professional  Independent  Insurance  Agents  of 
Massachusetts  (PIIAM)  stated  that,  the  "clean  slate  rule  is  a  real  "give-away"  for  the 
worst  of  drivers."  This  sums  up  the  consensus  of  the  Task  Force.  Therefore  we  propose 
that  the  clean  slate  rule  be  eliminated. 


3.  Excellent  Driver  Award  —  Step  Ten  Relief 

Currently,  no  surcharge  points  are  assessed  for  a  driver's  first  minor  civil  traffic  law 
conviction  within  the  six  year  experience  period.  However,  since  this  is  not  an  incident- 
free  year,  a  driver  will  not  accrue  a  credit  point.  As  a  result,  these  drivers  remain  at  Step 
10  for  the  entire  experience  period  and  will  not  be  returned  to  Step  9  until  the  completion 
of  their  sixth  year  of  incident-free  driving. 

With  this  group  of  drivers  in  mind,  we  recommend  the  following  "Excellent  Driver 
Award"  be  adopted  by  the  Commissioner  of  Insurance  in  accordance  with  M.G.L.  c.  175 
§  1 13B.  Drivers  who  demonstrate  their  safe  driving  by  attaining  credit  Step  9  and 
remaining  there  for  three  consecutive  incident-free  years  will  receive  the  "Excellent  Driver 
Award."  Once  obtaining  this  award,  no  credit  point  will  be  subtracted  and  no  surcharge 
points  will  be  assigned  to  a  person's  driving  record,  for  the  first  minor  civil  traffic 
conviction.  Therefore,  the  "Excellent  Driver  Award"  will  preserve  a  person's  Step  9 
status. 


4.  Increased  Collision  Step  Differential 


Currently,  the  SDIP  provides  for  a  seven  percent  step  differential  for  liability  coverages 
and  five  percent  for  collision  coverage.  The  AIB's  actuarial  analysis  of  the  statistical  data 
indicates  that  "the  collision  step  differential  should  be  increased  from  5%  to  6%."  Drivers 
would  receive  an  additional  one  percent  decrease  per  credit  step  earned  under  their 
collision  coverage,  so  that  a  driver  at  Step  9  who  presently  earns  a  30  percent  discount 
would  be  entitled  to  earn  a  36  percent  discount.  For  those  drivers  receiving  a 
surchargeable  incident  a  one  percent  increase  per  step  would  be  generated.  Therefore,  we 
recommend  this  proposal  be  considered  only  to  the  extent  that  it  have  no  effect  on  the 
revenue  neutrality  of  the  Plan. 
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5.  Starting  Step  for  New  Massachusetts  Drivers 

Under  the  current  system: 

(1)  Out-of-state  drivers  who  obtain  a  Massachusetts  driver's  license  must  answer  a 
question  regarding  their  driving  history  on  their  automobile  insurance  application.  If  they 
indicate  that  their  driving  history  includes  a  moving  violation  they  must  verify  their  driving 
history  record  to  be  placed  at  the  appropriate  credit  step  status,  or  they  will  be  placed  at 
Step  15.  If  they  indicate  they  have  no  violations,  they  will  be  placed  at  Step  9,  and  no 
further  verification  is  required. 

(2)  Drivers  from  other  countries  must  also  answer  the  same  question  regarding  their 
driving  history  on  their  automobile  insurance  application.  If  they  indicate  that  their  driving 
history  includes  a  violation,  they  are  placed  at  Step  15;  no  further  verification  will  be 
allowed  to  obtain  the  appropriate  credit  step.  If  they  indicate  they  have  no  violations,  they 
are  placed  at  Step  9. 

(3)  Newly  licensed  Massachusetts  drivers  are  automatically  placed  at  a  Step  15. 

Therefore,  we  believe  it  would  be  most  equitable  for  all  new  Massachusetts  drivers  be 
placed  at  the  neutral  Step  15.  If  a  driver  can  verify  their  driving  history  record  from  a 
previous  jurisdiction,  they  will  be  permitted  to  count  incident-free  driving  years  to  arrive 
at  their  starting  SDIP  step.  This  will  ensure  that  out-of-state  drivers,  drivers  from  other 
countries,  newly  licensed  Massachusetts  drivers,  and  drivers  returning  to  Massachusetts 
will  be  classified  in  the  most  uniform  manner  possible. 

We  recommend  that  the  Commissioner  of  Insurance  refer  this  proposal  to  the  Joint 
Implementing  Committee  for  a  feasibility  study  to  determine  if  this  proposal  can  be  fairly 
implemented  for  the  benefit  of  all  consumers. 

While  affording  new  Massachusetts  drivers  the  opportunity  to  place  themselves  at  the 
appropriate  credit  step,  the  Commonwealth  should  utilize  current  technology  to  locate 
traffic  law  violations  in  other  jurisdictions  to  provide  the  most  accurate  risk  assessment 
possible. 

Note:  A  special  thanks  to  Iris  Gomez,  staff  attorney  for  the  Massachusetts  Law  Reform 
Institute,  for  taking  her  time  to  review  and  discuss  with  us  some  of  the  issues  regarding 
this  recommendation. 

6.  Out-of-State  Traffic  Law  Violations 

M.G.L.  c.  175  §  1 13B  states  that  the  SDIP  may,  "also  take  into  consideration  convictions 
reported  to  the  Registry  of  Motor  Vehicles  as  the  result  of  any  compact  entered  into  by 
the  Secretary  of  Public  Safety  for  the  exchange  of  information  between  states." 
Therefore,  we  request  that  the  Commissioner  of  Insurance  also  ask  the  Joint  Implementing 
Committee  to  study  the  feasibility  of  an  exchange  of  driving  records  between  the  various 
jurisdictions,  possibly  utilizing  information  from  the  National  Driver  Registry  (NDR). 
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7.  Severity  of  Accident/Reclassification 

Under  the  current  Plan,  surcharges  are  issued  on  the  basis  of  collision  or  property  damage 
payments,  but  not  on  the  basis  of  bodily  injury  payments.  We  share  in  the  concern 
expressed  by  Paul  G.  Hamel,  Esq.  of  the  Massachusetts  Academy  of  Trial  Attorneys,  at 
the  1996  SDIP  Regulation  Hearing,  that  personal  injury  is  not  provided  for  in  the  Plan. 
As  accidents  increase  in  severity,  so  does  the  likelihood  of  bodily  injury.  In  an  effort  to 
take  into  consideration  an  issue  with  great  public  safety  and  financial  concerns,  i.e.,  bodily 
injury,  we  recommend  a  more  accurate  classification  of  accidents  based  on  severity. 

We  recommend  that  the  Plan's  accident  threshold  categories  be  modified  to  include  a  third 
category.  Under  this  proposal,  "minor  accidents"  (accidents  which  resulted  in  payment  of 
$500.01  to  $2,000.00)  would  be  assessed  three  points;  "moderate  accidents"  (accidents 
which  resulted  in  payments  of  $2,000.01  to  $5,000.00)  would  be  assessed  four  points;  and 
"major  accidents"  (accidents  which  resulted  in  payments  in  excess  of  $5,000.00)  would  be 
assessed  five  points.  This  will  provide  greater  incentives  for  safe  driving,  adding  to  the 
ongoing  efforts  to  increase  public  safety. 


8.  Review  of  Traffic  Law  Violations  Point  Assessments 

The  points  assigned  to  certain  motor  vehicle  or  motor  vehicle  related  offenses  should  be 
reassessed    Four  categories  of  violations  are  recommended:  (1)  "minor"  violations,  to  be 
assessed  two  points;  (2)  "moderate"  violations,  to  be  assessed  three  points;  (3)  "major" 
violations,  to  be  assessed  five  points;  and  (4)  "major  repeat"  violations,  to  be  assessed  six 
points.  Repeat  convictions  for  more  serious  motor  vehicle  offenses,  such  as  operating 
under  the  influence  of  liquor  or  drugs,  vehicular  homicide,  operating  after  revocation  of  a 
license,  driving  to  endanger,  and  certain  other  offenses  which  may  result  in  a  license 
suspension  or  revocation  should  be  included  in  this  new  "major  repeat"  category.  The 
violations  designated  for  reclassification  were  selected  due  to  their  high  frequency  and/or 
the  potential  high  risk  to  public  safety.  All  other  incidents  will  be  examined  for 
reclassification  based  on  loss  propensity. 


9.  No  Benefit  While  Incarcerated 

We  recommend  that  individuals  who  are  incarcerated  for  one  year  or  more  (regardless  of 
whether  or  not  the  individual  retains  a  driver's  license)  shall  not  be  credited  with  incident- 
free  years  of  driving  for  the  purpose  of  evaluating  their  step  status.  The  time  period 
during  which  a  person  is  incarcerated  is  obviously  not  an  accurate  barometer  of  risk 
propensity.  A  feasibility  study  would  be  required  by  the  Joint  Implementing  Committee  to 
determine  how  to  implement  this  proposal.  ' 
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10.  The  Safe  Driver  Bonus  Step 

Under  the  current  Plan,  good  drivers  (those  who  maintain  an  incident-free  driving  history 
record  for  six  years)  are  rewarded  by  being  placed  at  the  lowest  and  best  credit  step, 
Step  9.  As  a  result  of  their  efforts,  these  drivers  are  entitled  to  discounts  of  42  percent  on 
their  liability  coverages  and  30  percent  on  their  collision  coverage,8  and  depending  upon 
their  insurer,  may  also  be  entitled  to  additional  discounts  (due  to  the  deviation  filings"). 

Although  currently  the  Plan  provides  strong  incentives  to  drive  safely  and  achieve  the 
lowest  credit  step,  further  incentives  are  needed  to  encourage  and  reward  safe  driving  once 
credit  Step  9  is  achieved.  This  is  the  concept  behind  the  "Excellent  Driver  Award"9  and  the 
following  recommendation,  the  "Safe  Driver  Bonus  Step."  We  recommend  that  a  lower 
step  be  created  which  carries  no  deeper  discount  today,  but  which  may  in  the  future.  After 
three  additional  years  of  incident-free  driving,  this  lower  starting  step  will  protect  an 
excellent  driver  from  the  full  effect  of  a  surcharge.  The  Professional  Independent  Insurance 
Agents  of  Massachusetts  stated,  "PIIAM  is  in  favor  of  an  extra  "safety  step".  .  .  ."  The 
State  Rating  Bureau  (SRB)  stated  that  this  should  not  effect  current  deviations,  and  in  fact, 
could  further  identify  the  safest  drivers  in  the  state  making  them  the  potential  recipients  of 
further  rate  deviations.  Naturally,  due  to  the  potential  effect  on  the  Plan's  revenue 
neutrality,  a  more  thorough  study  needs  to  be  conducted  before  this  proposal  could  be 
implemented. 


11.  Aging 

While  the  "Excellent  Driver  Award"  and  the  "Safe  Driver  Bonus  Step"  will  provide  the 
best  drivers  (Step  9)  with  continued  incentives  to  drive  well,  the  concept  of  "Aging" 
points  will  provide  incentives  for  good  driving  at  all  other  steps  on  the  SDIP  ladder.  Due 
to  the  potential  effect  on  the  Plan's  overall  rates,  we  recommend  that  two  proposals  be 
further  studied. 

First,  under  an  incident  aging  proposal,  the  points  assessed  to  each  surchargeable  incident 
would  decrease  each  incident-free  year.  For  example,  after  one  incident-free  year,  an 
insured  at  Step  14  with  two  surchargeable  incidents  would  move  down  at  least  to  a  Step 

12.  Secondly,  under  an  annual  aging  proposal,  an  insured's  surcharge  step  would  be 
reduced  each  incident-free  year  by  at  least  one  point.  For  example,  after  one  incident-free 
year,  the  same  insured  in  the  first  example  would  move  from  Step  14  to  at  least  Step  13. n 
The  Automobile  Insurers  Bureau  of  Massachusetts  commented,  "aging  surcharge  points 
over  time  to  make  them  decrease  in  effect  is  a  rational  change.  .  ."  The  Task  Force 


© 

If  Recommendation  4  is  adopted,  this  30  percent  reduction  under  an  insured's  collision  coverage  would 
be  increased  to  a  36  percent  reduction. 


9 
10 


See  Recommendation  3,  Excellent  Driver  Award — Step  Ten  Relief. 

Note  if  either  or  both  of  these  surchargeable  incidents  are  six  years  or  older,  an  insured  could  realize  a 
more  substantial  downward  movement. 
"  See  footnote  10. 
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requested  that  Robert  MacNicholl,  Deputy  Director  of  the  State  Rating  Bureau  conduct  a 
preliminary  analysis  of  "Aging."  The  study  entitled  Test  of  Changes  to  Current  SDIP 
Point  Assignments  is  attached  to  this  report. 


12.  Renaming  the  SDIP  Steps 

In  1990,  in  order  to  make  the  Plan  more  readily  understandable,  a  ladder  or  step  system 
was  created.  Currently,  this  step  system  ranges  from  Step  9  to  Step  35  with  Steps  9  to  14 
being  credit  steps,  Step  15  being  the  neutral  step,  and  Steps  16  to  35  being  surcharge 
steps.  The  original  rationale  for  this  system  was  to  allow  for  growth  in  both  credit  steps 
and  surcharge  steps  while  affording  individuals  positive  numbers  to  calculate  their  SDIP 
step.  As  the  system  continues  to  remain  in  place,  some  drivers  have  become  more  aware 
of  the  overall  scheme  due  primarily  to  the  deviation  filings  which  have  highlighted  the 
importance  of  one's  step  classification,  and  the  efforts  made  by  the  Division  of  Insurance 
to  educate  the  public  through  its  annual  brochure  entitled  "Ways  to  Save  on  Your 
Automobile  Insurance." 

Therefore,  we  recommend  that  the  current  nomenclature  remain  in  place  until  such  time 
that  the  broader  recommendations  have  been  adopted  by  the  Commissioner  of  Insurance. 
At  that  time,  we  will  revisit  renaming  the  steps  to  make  them  more  intuitive  and  will 
consider  among  other  proposals,  a  zero-based  system.  In  this  system,  zero  would  be  the 
starting  or  neutral  step  and  positive  and  negative  numbers  would  represent  surcharge  and 
credit  steps. 


13.  Return  of  Deductible 

After  successfully  appealing  a  surcharge  before  the  Board  of  Appeal  (receiving  a  Vacate 
Finding),  appellants  sometimes  assume  that  their  collision  deductible  will  be  reimbursed  by 
their  insurance  company.  Different  insurance  companies  that  underwrite  automobile 
insurance  in  the  Commonwealth  have  applied  different  standards  for  determining  when  to 
refund  the  insured's  collision  deductible. 

A  Vacate  Finding,  that  an  appellant  is  not  more  than  50  percent  at-fault,  does  not  imply 
that  another  driver  is  more  than  50  percent  at-fault.  This  decision  could  be  based  on 
intervening  circumstances  or  could  be  the  result  of  both  parties  being  50  percent  at-fault. 
In  order  to  encourage  a  fair  and  uniform  policy  for  returning  an  appellant's  deductible,  we 
propose  that  the  Commissioner  issue  an  explanatory  bulletin  and  the  Plan  reflect  that  the 
Board  of  Appeal's  Vacate  Finding  is  not  a  determination  that  an  appellant  "is  entitled  to 
recover  in  court  against  an  identified  person," 12  and  thus,  is  not  determinative  regarding 
the  refund  of  the  appellant's  deductible.  For  a  further  discussion  of  this  issue,  see 


S>tc  Massachusetts  Automobile  Insurance  Policy,  Waiver  of  Deductible  Endorsement. 
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Encouraging  Consistency  for  Consumers  submitted  by  Joseph  Mulkern,  Assistant  General 
Counsel  to  the  Division  of  Insurance  and  attached  to  this  report. 


14.  Settlement  of  Auto  Claims  Outside  the  SDIP/Buy  Back  of  Claims 

Unfortunately,  there  are  individuals  who  have  attempted  to  avoid  surcharges  by  partially 
buying  back  their  automobile  insurance  claims.  Through  escaping  the  appropriate  risk 
assessment,  these  individuals  contribute  less  than  their  fair  share  to  the  pool,  thereby 
placing  a  disproportionate  burden  on  the  rest  of  the  driving  population.  Such  a  scheme 
may  involve  a  driver  who  received  a  $550  payment  from  his  insurance  company.  This 
driver  might  refund  $51  to  the  company  in  order  to  avoid  the  $500  surcharge  threshold. 
We  are  concerned  about  maintaining  the  integrity  of  the  safe  driver  insuiance  pool  for  the 
benefit  of  all  drivers.  Therefore,  we  recommend  that  language  be  adopted  in  the  SDIP  to 
prevent  this  practice  and  additional  interpretive  bulletins  be  issued  as  necessary.  For  a 
further  discussion  of  this  issue,  see  Encouraging  Consisiency  for  Consumers. 


15.  Creation  of  a  SDIP  Brochure 

One  of  our  objectives  is  to  increase  public  awareness  and  education.  We  believe  the 
recommendations  included  in  this  report  can  best  be  effectuated  through  a  combination  of 
the  existing  automobile  insurance  consumer's  guide  and  the  development  of  a  SDIP 
brochure  by  the  Joint  Implementing  Committee.   A  SDIP  brochure  should  be  published 
whenever  changes  are  made  to  the  Plan;  otherwise  it  should  be  reprinted  on  an  annual 
basis  and  disseminated  with  an  individual's  policy.  The  consumer  guide  and  SDIP 
brochure  will  provide  consumers  with  information  about;  annual  changes  to  the  Plan, 
calculating  their  SDIP  step,  accessing  information  regarding  their  SDIP  step  using  the 
Internet,  and  the  appeal  mechanism  before  the  Board  of  Appeal. 


16.  Joint  Implementing  Committee  (JIC) 

In  keeping  with  the  overall  goals  and  objectives  of  the  Task  Force,  and  to  ensure  that 
those  recommendations  accepted  by  the  Commissioner  of  Insurance  are  supported  by  the 
necessary  resources  to  ensure  their  implementation,  we  recommend  that  the  Commissioner 
establish  a  Joint  Implementing  Committee.  This  committee  should  be  made  up  of  the 
Director  of  the  Merit  Rating  Board,  a  representative  from  the  Division  of  Insurance  and  a 
representative  from  the  Office  of  the  Attorney  General.  These  three  agencies  are 
responsible  for  the  functioning  and  implementation  of  the  SDIP.  We  further  recommend 
that  the  Commissioner  appoint  the  Director  of  the  Merit  Rating  Board  as  Chairperson  of 
this  committee. 
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CONCLUSION 

The  recommendations  contained  in  this  report  are  the  culmination  of  the  efforts  of  the 
Task  Force  combined  with  input  solicited  from  outside  sources.  Through  these  efforts  we 
have  discovered  that  the  Safe  Driver  Insurance  Plan  compares  favorably  with  risk 
assessment  plans  used  in  other  jurisdictions.  Despite  the  high  probability  of  accidents  in 
Massachusetts  due  to  high  automobile  density  and  severe  weather  conditions, 
Massachusetts  has  succeeded  in  lowering  automobile  rates  over  the  past  few  years.  The 
Commonwealth  has  accomplished  this  v/hile  offering  a  Plan  that  provides  substantial 
rewards  for  safe  driving  as  well  as  a  unique  due  process  system.  This  Plan  allows  for 
greater  fairness  and  respect  for  individual  drivers  than  any  other  system  we  have  studied. 

The  Division  of  Insurance  and  Merit  Rating  Board  offer  the  recommendations  in  this 
report  in  keeping  with  the  goals  and  objectives  of  the  Task  Force.  These 
recommendations  are  offered  only  to  the  extent  that  they  have  no  negative  impact  on  the 
automobile  insurance  rates.  We  recognize  that  some  of  our  proposals  may  require 
additional  study.  We  recommend  that  such  studies  begin  as  soon  as  possible,  so  that  any 
recommendations  for  change  that  the  studies  produce  can  be  considered  for 
implementation  at  the  earliest  possible  date. 

It  is  our  sincere  hope  that  the  recommendations  in  this  report,  if  adopted  by  the 
Commissioner,  will  create  a  Plan  that  is  stronger,  more  equitable,  easier  to  understand  and 
apply,  and  which  will  provide  increased  incentives  for  safe  driving. 


[END] 
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I.    ISSUES  FOR  CONSIDERATION 


1.  What  credits/surcharges  should  be  applied  to  foreign  license  holders  who  are  new  Massachusetts  license 
holders? 

2.  Should  previous  license  holders  from  other  states  with  histories  of  accidents  and  violations  be  placed  at 
the  neutral  step? 

3.  "The  Safety  Step"  Can  an  additional  credit  step  be  created  that  does  not  carry  a  discount,  but  that  allows 
a  driver  who  has  an  accident  or  violation  to  start  from  a  lower  step  when  the  surcharge  is  applied?" 

4.  Could  the  notice  currently  sent  by  insurance  companies  after  a  comprehensive  claim  be  eliminated? 

5.  Should  attempts  to  circumvent  the  intent  of  the  SDIP  by  insureds  who  "buy  back"  part  or  all  of  their 
claim  payment  be  discouraged  and  prevented? 

6.  Is  it  the  case  that  insurance  companies  need  not  refund  the  deductible  of  insureds  who  have  been  found  to 
be  less  than  50%  at  fault  by  the  Board  of  Appeal? 

7.  Should  out  Of  state  traffic  violations  incurred  by  MA  drivers  impact  their  SDD?  step? 

8.  Should  the  three  year  clean  slate  rule  be  eliminated,  or  how  can  it  be  improved  to  be  more  equitable  and 
provide  incentives  to  better  drivers  to  see  a  sudden  impact  on  their  SDEP  status? 

9.  Should  one  or  more  higher  steps  be  created  beyond  the  current  maximum  step  of  35? 

10.  Should  the  coverage  selections  page  be  used  for  informational  comments  that  would  educate  /  inform 
(congratulate)  drivers? 

11.  Should  households  with  drivers  at  various  SDIP  steps  receive  a  weighted  raring  instead  of  placing  the 
household  at  highest  operator's  step? 

12.  Should  the  points  currently  attributed  to  traffic  violations  be  reassessed  and  reassigned? 

13.  Should  traffic  violation  citations  bear  a  statement  about  potential  insurance  impact,  and  the  fact  that 
that  impact  cannot  be  separately  appealed  to  the  BOA? 

14.  How  can  the  numbers  /  names  assigned  to  each  SDEP  step  and  the  starting  step  be  simplified  to  make 
them  intuitive? 

15.  How  does  the  experience  period  for  the  driver  education  credit  compare  to  the  overall  experience 
period?  Should  they  correspond  more? 

16.  Could  surcharge  points  decrease  quicker?  Could  further  accident  categories  be  created? 

17.  Could  new  procedures  be  established  for  auditing  company  compliance  with  the  SDEP? 

18.  Could  credits  begin  to  reduce  an  individual's  SDEP  step  in  the  years  immediately  after  the  year  in  which 
an  incident  occurs? 

19.  Should  the  filing  fee  be  returned  to  people  who  have  their  surcharge  vacated  after  a  successful  surcharge 
appeal? 

20.  Should  incidents  which  occur  while  operating  a  commercially  registered  vehicle  be  considered  when 
calculating  an  individuals  SDEP  step? 

21.  Should  individuals  who  have  been  incarcerated  accrue  SDD?  credit  points  during  their  time  spent  in 
prison? 


II.  TEST  OF  CHANGES  TO  CURRENT  SDIP  POINT 

ASSIGNMENTS 


MEMORANDUM 

TO:  Ralph  Iannaco,  Deputy  Commissioner  &  Chief  of  Staff 

Stephen  D'Aniato,  Director,  SRB 
FROM:     Robert  MacNicholl,  Deputy  Director,  SRB 
DATE:     June  12,  1996 
RE:  SDIP  Task  Force— Test  of  Changes  to  Current  SDIP  Point  Assignments 

Introduction 

The  SDIP  Task  Force  has  undertaken  the  review  of  the  existing  Massachusetts  Safe  Driver 
Insurance  Plan  (SDIP)  with  the  goal  of  making  the  SDIP  more  efficient  and  user  friendly.  The 
Division  of  Insurance  has  taken  the  lead  in  establishing  the  SDIP  Task  Force  and  incorporating 
participation  from  all  segments  of  the  automobile  insurance  market  in  Massachusetts.  Those 
participating  include  the  Division  of  Insurance,  Attorney  General  (AG),  Merit  Rating  Board 
(MRB),  Automobile  Insurers  Bureau  (AIB),  Commonwealth  Automobile  Reinsurers  (CAR), 
representatives  of  consumer  organizations,  and  individual  insurers. 

A  number  of  ideas  have  been  generated  by  the  above  members  of  the  Task  Force  relative  to 
changes  in  the  way  that  clean  years  and  surcharge  points  are  considered  in  the  SDIP.  The  SRB  has 
accepted  the  task  of  reviewing  the  feasibility  of  potential  changes  for  the  Task  Force. 

Plan  Options 

The  SRB  has  undertaken  a  preliminary  analysis  of  the  effects  of  certain  changes  in  the 
Massachusetts  Safe  Driver  Insurance  Plan  (SDEP).  While  many  ideas  were  generated  by  the  Task 
Force,  there  were  several  ideas  in  the  area  of  clean  years  and  surcharge  point  assignments  that 
appeared  to  have  general  appeal  for  quantitative  analysis.  These  ideas  include  aging  surcharge 
incidents  and  elimination  of  the  effects  of  one  minor  traffic  incident  in  less  than  a  six  year  period. 
The  SRB  has  included  the  following  options  in  its  analysis: 

1.  Current  Plan  (1996) 

2.  1  MT  (Minor  Traffic)  Clean  Slate—  The  three  year  clean  slate  rule  is  eliminated  from  the  current 
plan  and  a  single  incident  minor  traffic  clean  slate  is  introduced.  This  eliminates  the  SDIP  effects 
of  one  minor  traffic  incident  in  the  six  year  experience  period  after  three  incident  free  years,  i.e.,  an 
operator  would  be  at  step  9  with  one  minor  traffic  violation  in  the  experience  period  followed  by 
three  clean  years. 

3.  Age  All— The  three  year  clean  slate  rule  is  eliminated  from  the  current  plan  and  an  incident  aging 
rule  is  introduced.  The  incident  aging  rule  reduces  the  points  assigned  for  each  incident  according 
to  the  rule  of  a  one  point  reduction  for  each  incident  free  year  following  the  incident.  The 
minimum  points  for  an  incident  would  be  zero  points  with  no  credit  given  for  the  year  the  incident 
is  assigned. 
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The  Commonwealth  of  Massachusetts 
Motor  Vehicle  Insurance  -  Merit  Rating  Board 

1 135  Tremont  Street  -  6th  Floor.  Boston.  Massachusetts   02120-2103 
(617)267-3636  Fax  (617)351-9660 


If  ANN  MUIHAU 
DIRECTOR 


To:  Bob  MacNicholl 

From:  David  Albertz@Merit  Rating  Board 

Subject:  SDEP  Task  Force  Data  Request 

Date:  May  24,  1996 


Bob, 

Attached  is  a  diskette  with  a  Microsoft  Excel  file,  Sdipsamp.xls,  which  contains  the  data  you 
requested.  I  have  also  included  a  printout  that  lists  the  violation  chapter/section  and  description 
for  each  type  of  incident  number.  Note  that  there  are  two  entries  for  at-fault  accidents  -  major 
accident  and  minor  accident.  The  third  column  of  the  spreadsheet  contains  information  as 
follows: 

At-fault  accident:         Dollar  amount  of  claim. 

Speeding  violation:     Difference  between  actual  speed  and  speed  limit. 

Other  violations:  Dollar  amount  of  fine. 

As  we  discussed  over  the  phone,  fine  amounts  and  speed  differences  were  not  recorded  for 
incidents  prior  to  1/1/92,  or  for  any  criminal  violations.  Whenever  this  information  is  missing, 
the  third  column  will  contain  a  zero  amount 

If  you  have  any  questions,  please  call  myself  at  351-9611  or  Donna  Brennan  at  351-9618. 


Sincerely, 


a, 

David  Albertz 


cc:         Mary  Ann  Mulhall 
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Memorandum 


DATE:       September  3,  1996 

TO:  Buddy  Iannaco,  Deputy  Commissioner  and 

Chief  of  Staff 

FROM:      Daniel  L.  Arndt,  Esq. 

RE:  Study  of  Other  Jurisdictions'  Automobile 

Insurance  Systems 

Introduction: 

The  attached  table  reflects  the  results  of  a  research  study  of  other  jurisdictions' 
automobile  insurance  systems  for  the  purpose  of  comparison  and  analysis  with  the  current 
automobile  insurance  system  in  Massachusetts.  This  study  was  part  of  the  ongoing 
process  of  evaluating  the  current  Safe  Driver  Insurance  Plan  by  the  SDIP  Task  Force.  It 
should  be  noted  at  the  outset  that  this  study  was  not  designed  to  be  an  exhaustive  review 
of  each  jurisdiction's  automobile  insurance  system.  Instead,  efforts  were  taken  to 
compare  Massachusetts'  automobile  insurance  system  to  other  jurisdictions  that  are 
similarly  situated  to  Massachusetts.  As  a  result  of  this  approach,  23  jurisdictions  similar 
to  Massachusetts  were  studied  out  of  a  possible  51  jurisdictions  (including  the  District  of 
Columbia). 

Methodology. 

A  basis  of  comparison  was  established  in  order  to  select  the  23  similarly  situated 
jurisdictions.  Essentially,  two  parameters  were  simultaneously  analyzed.  First,  the 
number  of  automobiles  per  road  mile  was  obtained  by  collecting  data  on  the  number  of 
registered  vehicles  in  each  jurisdiction  and  dividing  this  number  by  the  sum  of  the  rural 
and  urban  road  miles  in  each  jurisdiction.  An  assumption  was  made  that  as  automobile 
density  increased  in  each  jurisdiction,  the  accident  rate  would  likewise  increase.  Second, 
the  weather  was  considered  by  taking  selected  cities  in  each  jurisdiction  and  reviewing 
annual  precipitation  and  snowfall.  A  "Snow"  designation  is  >  35  inches  of  snow  annually 
in  a  major  city  in  that  jurisdiction;  a  "Rain"  designation  is  >  20  inches  of  rain  annually  in 
a  major  city  in  that  jurisdiction;  a  "Dry"  designation  is  <  20  inches  of  rain  annually  in  a 
major  city  in  that  jurisdiction.  Again,  an  assumption  was  made  that  as  the  weather 
became  more  severe  in  each  jurisdiction,  the  accident  rate  would  increase. 

After  the  data  was  entered  into  the  spreadsheet,  the  data  was  sorted  to  show  the 
jurisdictions  that  had  the  highest  density  of  automobiles  per  road  mile  with  similar 
weather  conditions.  As  the  table  clearly  indicates,  Connecticut,  Rhode  Island,  and  New 


York  are  the  most  similar  to  Massachusetts  in  terms  of  the  number  of  automobiles  per 
road  mile  and  weather.  At  this  point,  we  completed  the  table  for  every  jurisdiction  that 
had  a  "Snow"  designation.  In  addition,  we  included  the  District  of  Columbia,  Hawaii, 
New  Jersey,  and  California.  Although  these  jurisdictions  did  not  have  similar  weather 
patterns  to  Massachusetts,  they  had  similar  high  density  automobile  conditions. 

To  complete  the  rest  of  the  table,  a  number  of  different  sources  were  consulted. 
First,  we  reviewed  the  pertinent  regulations  in  some  of  the  other  comparison  jurisdictions 
along  with  the  sources  listed  in  the  footnotes  on  page  6  of  the  table.  Second,  we 
contacted  an  individual  at  either  the  Division  or  Department  of  Insurance  in  each 
comparison  jurisdiction  and/or  spoke  with  an  underwriter  for  a  major  insurer  within  the 
comparison  jurisdiction.  We  decided  to  contact  specific  individuals  within  each 
jurisdiction  to  gain  an  appreciation  for  how  each  jurisdiction's  automobile  insurance 
system  operated  in  practice  (not  just  on  paper). 

Preliminary  Results: 

Although  the  review  of  the  data  in  this  study  is  ongoing,  several  preliminary 
results  can  be  drawn.  As  measured  by  automobile  density  and  weather,  of  the  51 
jurisdictions  included  in  the  study,  Massachusetts  is  second  only  to  Connecticut  in  terms 
of  the  probability  of  a  being  involved  in  an  automobile  accident.  Naturally,  this  higher 
accident  rate  would  lead  to  a  greater  number  of  accident  claims  creating  an  upward 
pressure  on  automobile  insurance  premiums.  Yet,  automobile  insurance  premiums  have 
deceased  in  Massachusetts  over  the  past  two  years. 

This  decrease  in  automobile  insurance  premiums  has  occurred  while 
Massachusetts  has  provided  the  utmost  in  due  process  for  the  drivers  of  Massachusetts. 
Massachusetts  allows  for  parties  aggrieved  by  a  decision  of  their  insurer,  that  they  were 
more  than  50%  at  fault  in  an  automobile  accident,  to  have  a  full  hearing  on  the  merits  of 
case,  before  an  impartial  hearing  officer  at  the  Division  of  Insurance.  Connecticut,  the 
state  that  is  the  most  similar  to  Massachusetts  in  automobile  density  and  weather, 
provides  no  hearings  (only  written  complaints  used  infrequently  if  a  surcharge  is 
mistakenly  issued).  Rhode  Island  allows  for  appeals,  but  these  hearings  are  not  a  full 
hearing  on  the  merits  of  the  case.  In  fact,  most  of  the  23  comparison  jurisdictions  provide 
for  no  hearings  or  very  limited  hearing  rights.  This  is  a  particularly  disturbing  trend 
because  in  many  jurisdictions,  insurers  can  increase  automobile  premiums  for  the 
insured's  first  accident  as  much  as  50%  for  certain  coverages.  This  statement  is  true  for 
Ohio,  Utah,  Minnesota,  Wyoming,  and  South  Dakota  none  of  which  provide  for  hearings. 

Many  insurers  in  other  jurisdictions  did  indicate  that  they  provide  internal  reviews 
for  insureds  who  are  aggrieved  by  their  decision  regarding  liability  in  an  automobile 
insurance  case.  However,  Massachusetts  provides  for  the  utmost  in  due  process  by 
insuring  that  an  unbiased  party  from  the  state  reviews  all  cases  that  are  appealed.  Relying 
on  insurers  to  make  decisions  which  would  be  adverse  to  the  collection  of  premiums  (in 
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most  cases,  after  making  payment  on  a  claim)  is  an  unrealistic  burden  to  place  on 
insurers. 

In  addition  to  variations  with  respect  to  the  availability  of  hearings,  jurisdictions 
vary  widely  in  the  dollar  thresholds  necessary  to  trigger  a  premium  increase.  What 
coverages  are  included  in  meeting  the  threshold  provides  for  additional  confusion.  For 
example,  insurer  X  might  have  a  threshold  of  $1,000.00,  but  indicate  that  the  sum  of  both 
collision  and  property  damage  is  considered  in  meeting  the  threshold.  On  the  other  hand, 
insurer  Y  might  have  a  threshold  of  $500.00  but  only  consider  collision  or  property 
damage.  Jurisdictions,  like  Massachusetts,  are  fairer  in  that  the  threshold  amount  is  set 
by  statute  and  clearly  defined. 

Moreover,  rating  systems  vary  greatly  from  jurisdiction  to  jurisdiction. 
Information  contained  in  the  table  reflects  insurers'  standard  line  automobile  insurance 
policies  as  opposed  to  high  risk  plans.  Although  it  is  difficult  to  draw  significant 
conclusions  from  the  study  without  further  analysis,  one  preliminary  conclusion  can  be 
reached.  Out  of  23  comparison  jurisdictions,  at  least  of  12  jurisdictions  offers  some 
incremental  reduction  in  automobile  insurance  premiums  for  each  year  an  insured 
remains  incident  free  following  an  accident  (i.e.,  an  "aging  system").  From  speaking 
with  underwriters  in  other  jurisdictions,  this  approach  seems  to  be  an  effective  way  to 
encourage  safe  driving  in  theii  jurisdictions.  Therefore,  an  "aging  system"  should  be 
studied  in  Massachusetts  as  well. 

With  respect  to  the  duration  of  surcharge  or  "experience  period,"  the  time  period 
during  which  accidents  and  citations  remain  on  a  person's  driving  record,  some  variations 
exist  between  the  comparison  jurisdictions.  According  to  the  data  collected,  the  most 
common  experience  period  seems  to  be  3  years.  Massachusetts'  experience  period  is  6 
years  which  allows  for  more  accurate  and  hence  fairer  assessment  of  loss  propensity. 
This  is  another  reason  to  study  an  "aging  system"  that  would  balance  the  current 
experience  period  with  downward  movement  for  insureds. 

Conclusion: 

Despite  the  high  probability  of  accidents  in  Massachusetts  due  to  weather  and 
automobile  density,  Massachusetts  has  consistently  lowered  automobile  insurance  rates 
over  the  past  few  years.  The  state  has  done  this  while  providing  for  the  utmost  in  due 
process,  allowing  for  impartial  hearings  on  demand  for  the  citizens  of  the  state.  Unlike 
some  other  jurisdictions,  the  statutory  scheme  provides  for  clearly  defined  thresholds. 
Finally,  as  Massachusetts  continues  to  move  forward,  it  should  consider  an  "aging 
system"  as  a  method  to  further  encourage  safe  driving  providing  a  balance  to  the  plan. 
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MEMORANDUM 

To:  Ralph  Iannaco,  Deputy  Commissioner  and  Chief  of  Staff 
From:  Joe  Mulkern,  Assistant  General  Counsel 
Date:  7/19/96 

RE:  Encouraging  consistent  application  of.Division  of  Insurance  Regulations 
and  the  Safe  Drive  Insurance  Plan  by  companies  writing  auto  insurance  in 
Massachusetts. 


A.  The  practice  of  inurcrs  and  claimants  "settling"  auto  damage  claims  outside 

the  Safe  Driver  Insurance  Plan. 

One  of  the  objectives  of  the  S DIP  Task  Force  is  to  close  the  loophole  that  permits 
insureds  and  insurers  to  agree  to  settle  at-fault  claims  for  an  amount  that  is  below  the 
threshold  level  thai  would  otherwise  trigger  an  SDIP  surcharge.  The  Division  strongly 
discourages  such  "settlement''  practices  since  they  are  a  means  of  manipulating  the  rating 
factors  of  auto  insurance  policies  and  are  detrimental  to  both  the  automobile  insurance 
industry  and  the  drivers  of  Massachusetts  as  a  whole.  The  short-term  savings  that 
companies  and  individuals  experience  by  settling  claims  in  this  manner  could  eventually 
translate  into  long-term  losses  leading  to  higher  premiums  if  this  practice  becomes 
widespread.  Further,  as  insurers  continue  to  turn  a  blind-eye  to  such  violations,  the 
SDIP's  fundamental  premise  of  encouraging  safe  driving  is  undermined. 

The  loophole  that  permits  this  practice  is  found  at  211  CMR  132.05(1):  "Within 
20  working  days  of  the  payment  of  any  Property  Damage  Liability  claim  in  excess  of  the 
amounts  specified. ..the  Insurer  shall  report  an  At  Fault  Accident  to  the  Merit  Rating 
Board...  ."  By  this  language  the  insurer  is  only  required  to  notify  the  MRB  of  an  at-fault 
accident  if  it  makes  a  payment  of  any  at-fault  claim  in  excess  of  the  threshold  amount, 
regardless  of  the  actual  cost  to  repair  the  damaged  vehicle.  Therefore,  the  at-fault  insured 
can  effectively  "settle"  with  their  insurer  at  an  amount  just  slightly  below  the  level  that 
would  trigger  an  SDIP  surcharge.  For  instance,  if  the  appraisal  amount  was  S550  and  the 
threshold  for  triggering  an  SDIP  surcharge  was  S500,  the  claimant  would  contribute  S60 
to  the  cost  of  repair,  thereby  falling  below  the  surcharge  point  by  S10.  There  is  a  dual 
incentive  in  this  arrangement  in  that  the  insurer  will  reduce  the  amount  ot  its  claim 
payments  and  the  insured  will  avoid  SDIP  surcharges  to  their  auto  premium  and  the 
potential  loss  of  their  driver's  license. 


I  recommend  addressing  this  problem  through  the  issuance  of  a  Division  of 
Insurance  Bulletin  wherein  the  Division's  policy  of  discouraging  such  a  practice  is  clearly 
stated  and  reasoned.  We  must  ensure  that  there  will  be  adequate  funds  in  the  system  for 
the  life  of  the  Plan  and  that  all  participants  receive  equitable  treatment  in  its 
administration.  The  practice  of  partial  buybacks  does  not  further  these  goals  because 
permitting  policyholders  to  beat  the  system  results  in  having  the  penalty  for  reckless 
driving  removed.  Without  a  secure  disincentive,  the  SDIP  may  be  viewed  by  some 
policyholders  as  having  no  teeth.  We  must  not  permit  an  opportunity  for  risk-taking  that 
would  otherwise  be  avoided.  The  Bulletin,  therefore,  should  stress  the  importance  of  the 
SDIP's  primary  mission  of  encouraging  saife  driving  on  the  roadways  of  Massachusetts 
and  following  ail  motor  vehicle  laws...  These  objectives  are  mutually  beneficial  to  insurers 
and  drivers  and  can  only  be  assured  if  there  is  voluntary  and  strict  compliance  by  insurers 
with  the  policy  of  not  allowing  the  partial  buyback  of  claims. 


B.  Whether  Insurance  Companies  should  rely  upon  Beard  of  Appeal  Decisions 

when  determining  whether  to  refund  deductibles  to  insureds  with 
applicable  coverage. 


There  presently  exists  some  variance  of  opinion  as  to  the  effect  that  a  Vacate 
Decision  by  the  Board  of  Appeals  has  on  an  insurer's  determination  of  whether  to  refund 
or  waive  die  deductible  under  a  policy  with  such  coverage. 

Introduction: 

If  an  insured  is  successful  in  its  appeal  to  the  Division  of  Insurance  of  an  insurer's 
initial  determination  that  the  insured  was  "at  fault",  the  Board  of  Appeals  will  vacate  the 
surcharge  for  having  been  applied  "not  in  accordance  with  Chapt.  175,  sec.  1 13P".  A 
variance  of  opinion  as  to  the  effect  of  the  Board's  Vacate  Decision  has  arisen  in  that  some 
companies  have  interpreted  the  Vacate  Decision  to  mean  that  the  insured  was  not 
negligent  and  should  therefore  be  entitled  to  recover  against  the  other  party  who, 
necessarily,  must  have  been  the  negligent  party.  Some  companies  will  then  proceed  to 
refund  deductibles  based  on  the  conclusion  that  the  effect  of  a  Vacate  Decision  by  the 
Board  is  to  satisfy  criteria  #4  in  the  endorsement  (that  the  insured  is  entitled  to  recover  in 
court  against  an  identified  person  or  some  reason  not  mentioned  above").    Although  we 
do  not  wish  to  discourage  insurers  from  refunding  deductibles  when  appropriate,  the 
Division  advises  that  the  conclusion  mentioned  above  is  erroneous  and  not  in  accordance 
with  the  terms  of  the  auto  policy. 

Waiver  of  Deductible: 

Under  the  Massachusetts  Auto  Policy  an  insured  may  be  entitled  to  a  waiver  or 
reimbursement  of  their  deductible  if  they  have  selected  and  paid  for  optional  Collision  or 
Limited  Collision  coverage  and  their  policy  contains  a  Waiver  of  Deductible 


Endorsement  in  the  case  of  Collision,  or  zero-deductible  coverage  in  the  case  of  Limited 
Collision.  These  endorsements  require  that  the  insurer  absorb  or  reimburse  the  insured 
for  any  deductible  if  certain  criteria  are  met.  The  criteria  are  set  forth  in  the  Auto  Policy 
as  follows: 

1 .  The  auto  was  legally  parked  when  struck  by  another  auto  owned  by  an 
identified  person, 

2.  the  auto  was  struck  in  the  rear  by  another  auto  owned  by  an 
identified  person, 

3.  The  operator  of  the  other  auto  was  convicted  of  either 

a)  Dm 

b)  Driving  the  wrong  way  on  a  one-way  street,  or 

c)  Speeding,  or 

4.  "the  insured  is  entitled  to  recover  in  court  against  an  identified  person  for  some 

reason  not  mentioned  above". 

If  the  insured  can  prove  one  of  these  criteria,  then  the  deductible  is  waived  and 
the  insurer  must  pay  for  the  full  cost  of  repairs. 


Effecf  of  a  Vacate  Decision  by  the  Board: 

When  the  BOA,  in  reversing  an  insureds  prior  negligence  determination,  states 
that  the  appellant  was  not  more  than  50%  at  fault,  it  is  not  concluding  that  another 
driver  must  therefore  be  more  than  50%  at  fault.  It  may  simply  be  that  the  fault  of  the 
parties  was  50/50  or  that  there  were  intervening  causes  so  that  neither  party  was  more 
than  50%  at  fault.  The  Board's  ruling  does  not  and  should  not  address  the  respective 
degree  of  fault  attributable  to  each  party  in  a  multi-vehicle  accident  since  the  Board's 
function  in  such  case  is  limited  to  determining  whether  a  surcharge  was  properly  applied 
in  the  first  instance  by  the  insurer.  A  surcharge  is  improperly  applied  if  the  insured  was 
not  more  that  50%  at  fault,  hence  the  limited  scope  of  the  ruling.   Consequently,  the 
Board  is  not  stating  that  the  insured/appellant  or  his  insurer  is  necessarily  entitled  to 
recover  in  court  against  an  identified  person  for  "some  other  reason".    Under  a  plain 
reading  of  the  terms  of  the  policy,  it  seems  clear  that  criteria  f4  would  have  to  be  proven 
by  the  insured  before  the  insurer's  obligation  to  refund  the  deductible  is  triggered.  For 
reasons  of  administrative  efficiency  and  goodwill,  an  insurer,  nevertheless,  is  free  to 
waive  or  refund  a  deductible  based  upon  its  own  finding  of  the  insured's  degree  of  fault 
irrespective  of  the  Boards  Finding  or  whether  the  insured  has  in  fact  recovered  damages 
against  another  party  to  the  accident. 


Conclusion: 

The  Division  of  Insurance  encourages  waiver  and  refund  of  deductibles  when 
appropriate  and  in  accordance  with  the  Auto  Policy  and  any  applicable  endorsements.. 
The  determination  of  whether  a  deductible  should  be  waived  or  refunded,  however,  is  not 
a  function  of  the  Board  of  Appeals.  When  the  issue  is  raised,  in  order  to  promote  a  fair 
and  consistent  practice  throughout  the  industry,  it  is  the  position  of  the  Division  of     ■■* 
Insurance  that  the  insurer  follow  the  provisions'contained  in  the  Auto  Policy  and  the 
endorsements  that  may  apply.  When  making  such  determination,  the  insurer  should  look 
to  the  contract  with  its  insured  and  the  facts  and  circumstances  of  each  case,  not  to  the 
rulings  of  the  Board  of  Appeals  since  a  Vacate  Decision  is  not  determinative  of  whether 
the  insured  is  entitled  to  recover  in  court  against  another  person. 


4.  Age  All  w  1  MT— Combination  of  (2)  and  (3)  above. 

Sample  Data 

The  MRB  provided  the  SRB  with  a  random  sample  of  1000  operator  histories  for  the  1/1/90- 
12/3 1/95  surcharge  period.  Operators  with  less  than  the  complete  six  year  history,  i.e., 
inexperienced  operators,  and  operators  with  no  incidents  were  excluded  from  the  sample.  The  four 
data  fields  provided  by  the  MRB  included  operator  number  (proxy  for  operator  name),  type  of 
incident  number  (proxy  for  type  of  violation  or  at-fault  accident),  difference  between  actual  speed 
and  speed  limit  or  dollar  amount  of  fine  (non-speeding  violation)  or  amount  of  claim,  and  incident 
surcharge  date.  This  data  was  provided  to  the  SRB.on  diskette  on  May  24,  1996,  and  is  shown  in 
Appendix  A. 

In  the  MRB  SDI?  step  data  used  in  the  determination  of  1996  automobile  insurance  rates 
experienced  operators  (rating  classes  10,  15,  and  30)  constituted  92%  of  all  insureds. 
Approximately  53%  of  those  experienced  operators  were  at  SDIP  step  9.  The  average  step  for 
experienced  operators  at  all  steps  in  that  data  (including  step  9)  was  10.99.  The  average  step  for 
inexperienced  operators  was  14.86  in  the  same  data.  Given  the  average  step  result  of  12.415  for 
the  sample  data  under  the  current  SDIP,  the  average  step  for  all  experienced  operators  under  the 
current  plan  extrapolates  to  10.61  if  one  assumes  the  sample  represents  47%  of  the  total 
experienced  operator  population. 

Plan  Option  Analysis  Results 

The  result  for  the  four  SDIP  options  on  our  MRB  1000  operator  sample  are  shown  in  exhibit  1. 
The  distributions  by  step  are  given  here  along  with  the  average  step  for  the  1000  operators.  A 
graphic  display  of  the  distributions  is  shown  in  exhibit  2. 

Current  vs.  Age  AH 

The  difference  in  average  step  for  our  sample  between  the  current  plan  and  the  "age  all"  option  is 
shown  to  be  .9220  (12.415-1 1.493)  steps.  This  difference  reflects  an  average  SDIP  liability  offset 
difference  of  approximately  4.6%',  i.e.,  liability  manual  rates  for  all  experienced  operators  would 
have  to  be  increased  approximately  4.6%  over  the  current  SDIP  in  order  to  keep  the  SDIP  in 
balance.  This  result  assumes  that  53%  of  experienced  operators  would  be  at  step  9.  The 
corresponding  increase  in  collision  base  rates  would  be  approximately  2.9%  under  the  same 
assumption  and  a  5%  step  differential. 

The  "age  all"  option  included  the  elimination  of  the  current  three  year  clean  slate  rule.  Twenty-two 
operators  were  subject  to  the  current  clean  slate  with  a  total  decrease  in  points  of  80  points  or  an 
average  point  decrease  of  3.6  points.  These  clean  slate  operators  had  an  average  step  of  15.591 
under  the  current  SDEP  versus  13.455  under  the  "age  all"  option.  Only  one  of  the  twenty-two 
operators  was  placed  at  a  higher  step  under  the  "age  all"  option.    Assuming  the  1000  operators 
represent  the  same  47%  share  of  the  total  experienced  operator  classes,  then  the  clean  slate 
currently  comes  into  play  for  only  1%  of  the  experienced  operator  classes. 

Current  vs.  1  MT  Clean  Slate 

The  difference  in  average  step  for  our  sample  between  the  current  plan  and  the  "1  MT  Clean  Slate" 

option  is  shown  to  be  .1600  (12.415-12.255)  steps.  This  difference  reflects  an  average  SDIP 


(12.415)(.47)+(9)(.53)=10.605and(11.493)(.47)+(9)(.53)=10.172 
[(1-(15-10.605)(.07))/(1-(15-10.172)(.07))]  -  1=4.6% 


liability  offset  difference  of  approximately  0.8%,  i.e.,  liability  manual  rates  for  experienced 
operators  would  have  to  be  increased  approximately  0.8%  in  order  to  keep  the  SDIP  in  balance. 
This  result  assumes  that  53%  of  experienced  operators  would  be  at  step  9.  The  corresponding 
increase  in  collision  base  rates  would  be  approximately  0.5%  under  the  same  assumption. 

Current  vs. Age  All  w  1  MT 

This  option  would  be  the  preferred  choice  if  the  "age  all"  option  is  determined  tc  be  a  proper 
revision  to  the  SDIP.  It  gives  the  constant  movement  for  clean  years  from  the  "age  all"  option  and 
eliminates  the  impact  of  the  one  minor  traffic  violation  after  three  clean  years.  The  liability  manual 
rate  impact  of  this  option  relative  to  the  current  SDIP  is  an  increase  of  5.85%  for  experienced 
operators. 

Summary 

The  introduction  of  the  "age  all"  option  would  result  in  a  significant  increase  in  the  step  15  or 
manual  rate.  Experienced  insureds  at  step  9  who  represent  a  large  percentage  of  all  insureds 
(approximately  49%  in  1996  rates)  would  receive  an  average  4.6%  increase  in  SDIP  liability  rates 
if  the  SDIP  were  suddenly  changed  from  the  current  plan  to  the  "age  all"  option.  The  beneficiaries 
of  this  type  of  plan  change  would  be  those  insureds  who  would  have  incidents  to  be  aged,  i.e., 
insureds  above  the  lowest  steps.  In  any  change  of  this  type  to  the  SDIP  it  would  be  preferable  to 
implement  the  change  prospectively,  i.e.,  to  future  incidents.  This  prospective  implementation 
would  phase-in  any  impacts  to  the  manual  rate.  While  inexperienced  operators  generally  have 
worse  driving  records  than  experienced  operators,  it  is  not  clear  what  the  approximate  impact 
would  be  on  the  higher  step  inexperienced  operators. 

One  way  to  mitigate  the  effects  of  the  kitroduction  of  an  aging  process  in  the  SDIP'  would  involve 
increasing  the  points  assigned  to  all  iacafegEs    For  example,  an  increase  of  1  point  per  incident  for 
all  incidents  under  the  "age  all"  option  would  result  in  an  average  step  of  12. 105  for  the  1000 
sample  operators.  This  would  translate  to  an  SDIP  liability  manual  rate  increase  of  1.5%  for 
experienced  operators.  However,  increases  in  points  should  be  tied  to  the  actuarially  determined 
risk  that  operators  with  these  type  of  incidents  add  to  the  insurance  system.  Points  assigned  to 
incidents  should  not  be  assigned  in  the  absence  of  a  reasonable  foundation.  Increases  in  points  or 
point  relativities  are  proper  matters  to  be  considered  in  the  SDIP  segment  of  the  "fix  &  establish" 
rate  hearings. 

This  type  of  point  reassignment  could  also  be  difficult  from  a  public  relations  standpoint.  There 
would  need  to  be  some  public  education  regarding  the  interaction  of  a  new  point  system  and  the 
aging  process  to  demonstrate  the  superior  equity  of  the  revised  SDIP.  This  is  not  the  type  of 
system  change  that  should  occur  without  a  public  notification.  Changes  to  the  SDIP  could  be 
made  known  to  the  public  through  a  one  page  notice  sent  out  with  the  renewal  application, 
statement  of  facts,  or  coverage  selection  page. 

The  introduction  of  the  "1MT  Clean  Slate"  along  with  the  elimination  of  the  current  three  year 
clean  slate  appears  to  be  relatively  painless.  Given  the  1%  of  experienced  operators  that  benefit 
from  the  three  year  clean  slate,  there  would  be  no  great  loss  if  this  were  eliminated  in  the  future. 
This  was  initially  implemented  to  ensure  credit  expectations  were  met  when  the  SDIP  changed  to  a 
"bonus-malus"  system  in  1990.  It  makes  more  sense  from  a  public  policy  perspective  to  go  easy 
on  someone  for  their  first  minor  offense,  than  to  modify  incident  impacts  for  repeat  offenders. 


;  "1  MT  Clean  Slate"  change  relates  to  the  issue  that  has  generated  the  most  complaints  from  the 
trrent  SDIP.  One  minor  traffic  incident  stays  on  an  operator's  record  for  six  years.  The  operator 
ays  at  the  same  step  for  the  full  six  years.  This  goes  against  the  fundamental  concept  of  the  system, 
:.,  good  driving  experience  should  lead  to  lower  rates.  The  lower  rates  act  as  a  positive 
inforcement  to  continue  good  driving  behavior.  Six  years  is  too  long  to  wait  for  this  positive 
inforcement.  Three  years  would  be  more  reasonable.  This  change  would  be  an  easy  sell  to  the 
lblic  with  significantly  less  manual  rate  impact  than  the  "age  all"  proposal. 

le  SRB  will  continue  to  provide  support  as  needed  for  the  many  proposals  that  come  before  the 
isk  Force.  I  feel  it  is  important  to  reinforce  the  idea  that  any  changes  to  the  point  and  step  structure 
"the  current  SDEP  which  move  beyond  the  consideration  stage  should  be  tested  by  the  MRB  on  the 
>mplete  operator  history  data  base.  It  is  my  understanding  that  considerable  lead  time  is  required  for 
ogramming  in  these  situations. 

you  have  any  questions  on  any  of  the  issues  raised  by  the  memorandum,  please  contact  me  at  (617) 
21-7336.* 


"  Research  data  available  upon  request 


exhibit  1 
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DISTRIBUTIONS  BY  STEP  FOR  SDIP  TASK  FORCE  REVIEW  OPTIONS 
SOURCE:  DIVISION  OF  INSURANCE 


3URRENT-1996  SDIP  PLAN. 

1  MT  (MINOR  TRAFFIC)  CLEAN  SLATE-1  MT  VIOLATION  IN  6  YR.  PERIOD 

DISAPPEARS  AFTER  3  CLEAN  YEARS. 

*  * 

<\GE  ALL-EACH  INCIDENT  WOULD  DECREASE  1  PT.  FOR  EACH  SUBSEQUENT 
CLEAN  YEAR. 

AGE  ALL  w  1  MT  CLEAN  SLATE-COMBINATION  OF  TWO  PRECEDING  OPTIONS. 
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